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From  the  Editor 


THE  year  nineteen  ninety  four  marks  the  beginning  of  the  Sixth  Five-year  Development 
Plan  (Repelita  VI)  and  Indonesia's  Second  Twenty- five  Year  Long-term  Develoi>- 
ment  Programme  (PJPT  II)  known  as  the  take-off  stage  for  the  attainment  of  its 
national  development  goals.  Consequently,  members  of  the  People's  Consultative  Assembly 
(MPR)  are  now  working  on  the  Guidelines  of  State  Policy  (GBHN)  for  the  next  five. year 
period.  The  1,000  members  of  the  MPR,  which  also  include  members  of  the  House  of 
Representatives  (DPR)  for  the  1992-1977  term  were  sworn  in  recently  on  the  first  of  October 
1992. 

The  MPR  is  made  up  of  500  members  of  the  DPR,  100  of  whom  are  appointed  military 
officers  and  500,  who  are  representatives  from  the  provinces,  the  military,  political  parties 
and  members  of  professional  and  religious  organisations.  The  immediate  task  of  the  MPR  is 
to  evaluate  and  adopt  the  1993-1998  policy  guidehnes  during  the  General  Sessions  of  the 
Assembly  next  year. 

It  was  a  break  from  the  past,  when  MPR's  mandatary,  the  President  delivered  the  draft 
materials  on  the  policy  guidelines  to  the  political  groups,  the  Armed  Forces  (ABRI)  and 
representatives  of  the  provinces  for  discussion.  Historically,  the  draft  of  the  policy  guide- 
lines, formulated  by  the  National  Defence  Council  at  the  President's  behest,  was  not  submit- 
ted to  MPR  for  perusal  until  just  before  the  general  sessions  of  the  Assembly. 

The  Indonesian  government,  which  will  embark  on  Repelita  VI  based  on  the  Guidelines 
of  State  Policy,  will  face  challenges  which  will  not  be  easy  to  surmount.  It  has  to  secure  the 
welfare  of  approximately  a  quarter  of  a  billion  Indonesians  and  the  hardest  challenge  will  be 
to  achieve  a  sufficiently  high  growth  rate  and  equitable  distribution  of  the  development 
results. 

In  his  state  address  before  parliament  on  15  August  1992,  the  President  pointed  out  the 
need  for  a  dynamic  and  equitable  distribution  of  the  development  results.  According  to  Pre- 
sident Soeharto,  it  is  imperative  not  only  to  cut  the  "cake"  in  equal  parts,  but  also  to  divide 
the  increasingly  larger  "cake"  more  evenly.  To  accomplish  this  goal,  the  nation  has  to 
prepare  a  strong  foundation,  not  only  in  the  economic  sector,  but  in  other  sectors  as  well. 
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How  has  the  Indonesian  nation  fared  in  laying  a  solid  foundation  for  the  take-off  stage? 
To  provide  our  readers  with  some  facts  concerning  Indonesia's  efforts  in  laying  a  solid  foun- 
dation for  the  second  long-term  development  programme,  this  edition  of  the  Indonesian 
Quarterly  contains  articles  on  Indonesia's  current  demarches  in  the  economic,  political,  and 
educational  fields.  As  usual  the  Current  Events  section  in  this  journal  features  Indonesia's 
domestic  and  foreign  policy  to  keep  our  readers  abreast  of  the  current  state  of  affairs. 


Daniel  Setyawan 


Current  Events 


The  Need  for  Equitable  Distribution* 

Syahrir 


THE  state  address  of  President  Soe- 
harto  before  the  DPR's  (House  of 
Representatives)  plenary  session  on 
August  15,  pointed  out  various  economic 
data  and  new  ideas.  Those  economic  data  in- 
cluded the  official  rate  of  economic  growth 
and  several  macro- economic  figures  such  as 
the  rate  of  inflation,  the  current  account 
deficit,  the  rate  of  growth  of  the  money  sup- 
ply, some  export  and  import  data,  and  also 
the  rate  of  sectoral  economic  growth. 

In  addition,  worth  noting  are  his  remarks 
concerning  equity.  He  said,  "Equity  should 
be  promoted  in  a  dynamic  manner,  that  is, 
not  only  the  same  'cake'  but  also  the  ever 
growing  'cake'  should  be  distributed  more 
equitably."  Hence,  it  might  be  a  good  idea 
to  analyse  the  macro-economic  figures  men- 
tioned in  this  reflective  state  address.  With  a 
7.4  per  cent  growth  rate  in  1989  and  1990, 
Indonesia's  growth  rate  exceeded  7  per  cent 
for  the  last  three  years.  This  high  growth  rate 
was  not  achieved  smoothly  nor  without  pro- 

*This  article  is  translated  from  Tempo,  22  August 
1992,  by  Threesye  O.  Mariman. 


blems.  The  1991  growth  rate  involved  sec- 
toral growth,  which  was  not  always  "har- 
monious". 

The  growth  rate  of  the  manufacturing  in- 
dustry sector  was  9.8  per  cent,  whereas  that 
of  the  agricultural  sector  was  only  1.3  per 
cent.  Both  sectors  accounted  for  about  40 
per  cent  of  GDP  and  their  shares  respectively 
were  almost  equal  to  that  of  the  industrial 
sector.  The  share  of  the  industrial  sector  was 
slightly  higher  than  20  per  cent  of  the  GDP. 

The  industrial  sector,  which  recorded  an 
average  growth  rate  of  more  than  10  per  cent 
annually  within  the  last  three  years,  for  the 
first  time  became  the  biggest  sector  (of  its 
share  in  GDP),  surpassing  that  of  agricul- 
ture, which  used  to  be  the  biggest  sector. 
This  structural  shift  of  the  agricultural  sector 
was  also  reflected  in  non- oil/gas  export 
(non-tnigas)  figures.  In  the  1991-1992  fiscal 
year,  non-migas  exports  increased  by  more 
than  23  per  cent  compared  to  those  of  the 
previous  fiscal  year,  i.e.  from  US$15.38  bil- 
lion to  US$19  billion. 
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A  historic  change  also  occurred  in  the 
structure  of  commodity  exports.  For  the  first 
time,  exports  of  textiles  and  garments 
ranked  first;  their  value  amounted  to 
US$3.89  billion,  which  was  40.8  per  cent 
above  their  value  in  the  previous  fiscal  year. 
Export  of  plywood,  which  has  always  been 
in  the  leading  position  (excluding  oil  and  gas 
exports),  ranked  second,  and  is  valued  at 
US$2,868  billion. 

The  emergence  of  new  first  rank  sector 
and  commodities  (manufacturing  and  textile 
and  garment  export)  is  a  logical  consequence 
of  the  transformation  of  production  or  ex- 
ports, especially  during  the  last  decade.  The 
above  suggests  the  need  to  reconsider  the 
part  of  the  President's  speech  on  the  need 
"to  distribute  more  equitably  not  only  the 
same  'cake'  but  also  the  increasingly  growing 
'cake'." 

The  President's  remarks  remind  us  of  a 
big  debate  about  development  strategy  in  the 
1970s.  At  that  time  there  was  a  question  as  to 
whether  the  "trickle  down"  strategy  of  de- 
velopment was  the  best  way  to  alleviate 
structural  poverty.  The  question  of  "stra- 
tegy and  distribution  of  economic  growth" 
seemed  to  be  at  least  as  important  as  the  eco- 
nomic "growth  rate"  itself.  This  is  clearly 
reflected  in  the  1991  growth  rate  figures. 
Even  though  the  1991  growth  rate,  which 
stood  at  6.6  per  cent,  was  less  than  that  of 
1990,  which  was  7.4  per  cent,  there  was  no 
drastic  decline  in  the  growth  rate  of  the  non- 
agricultural  sector. 

The  agricultural  sector,  which  only  grew 
at  1.3  per  cent,  implies  a  negative  growth. 
Given  the  1.8  per  cent  growth  rate  of  the 
population,  there  was  a  decline  of  0.5  per 
cent  growth  rate  in  a  sector  absorbing  52  per 
cent  of  the  total  labour  force.  This  means 


that  the  income  of  more  than  half  of  the  In- 
donesian labour  force  has  decreased.  This  is 
a  serious  problem  in  a  structural  transforma- 
tion. 

The  problem  is,  that  the  transformation 
in  the  production  structure  works  much 
faster  than  transformation  in  the  labour 
force  structure.  The  agricultural  sector, 
which  now  account  for  only  18  per  cent  of 
the  GDP  but  has  absorbed  52  per  cent  of 
total  labour  force,  has  experienced  many 
problems  in  productivity  and  efficiency.  The 
agricultural  sector,  which  received  an  award 
from  FAO  in  1984  for  rice  self-sufficiency, 
has  a  much  wider  scope  than  just  rice  pro- 
duction. This  sector  includes  horticulture, 
livestock  breeding,  fisheries  and  com- 
modities like  palm  oil,  an  important  ingre- 
dient for  the  production  of  cooking  oil. 

It  turns  out  that  in  the  agricultural  sec- 
tor, in  both  large  estates  and  small- holdings, 
there  are  still  many  regulations  and  "decree 
based  markets",  which  prevent  efficient 
allocation  of  production  factors.  They  result 
in  non-optimal  production  levels.  Aside 
from  the  famine  and  pests  in  1991,  which 
really  affected  successful  rice  harvests,  the 
role  of  various  obstacles  and  "decree  based 
markets"  is  significant  in  explaining  the  low 
production  level  in  the  agricultural  sector. 

The  President's  speech  also  called  for  in- 
trospection. Not  only  did  he  point  out  the 
successes  of  development,  such  as  the  decline 
of  the  number  of  people  living  in  absolute 
poverty  (based  on  the  criterion  of  the  Cen- 
tral Bureau  of  Statistics),  but  he  also  added 
that  there  are  still  tens  of  million  of  people 
living  only  slightly  above  the  poverty  line 
who  may  drop  below  it  any  time.  They  have 
no  savings  nor  insurance  to  save  them  from 
potential  misfortunes. 
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With  a  US$570  per  capita  income,  it  is 
important  to  identify  the  growth  strategy 
that  is  able  to  sustain  national  integration. 
The  first  priority  of  attaining  a  more  equi- 
table and  consistently  high  growth  rate  is  to 
abolish  various  oligopolies,  monopolies, 
"decree  based  market"  regulations,  and 


marked-up  prices  of  projects.  Now  is  the 
time  for  economic  efficiency,  so  as  to  in- 
crease tax  revenues  and  to  distribute  them  to 
various  welfare  programmes.  What  is  more, 
those  programmes  have  increasingly  become 
expensive  due  to  lack  of  social  solidarity  for 
the  poor  on  the  part  of  the  rich. 


The  Tenth  Summit  Meeting 
of  the  Non-Aligned  Movement 

/.  Soedjati  Djiwandono 


THE  10th  summit  meeting  of  the  Non- 
Aligned  Movement  held  in  Jakarta 
throughout  the  first  week  of  Septem- 
ber 1992  was  definitely  unique  in  that  it  was 
the  first  of  its  kind  to  be  convened  in  the 
post- Cold  War  era.  To  the  extent  that  at  that 
meeting  the  nonaligned  nations  sought  to  re- 
define the  identity,  role,  and  relevance  of  the 
movement  in  the  light  of  current  develop- 
ments in  world  politics  marked  by  rapid  and 
revolutionary  changes,  the  10th  nonaligned 
summit  was  at  least  as  important  as  the  first 
held  in  Belgrade  over  three  decades  before. 

Indeed,  for  some  time  before  the 
meeting,  questions  had  been  raised  by  acade- 
mics, political  analysts  and  observers  in  In- 
donesia on  the  relevance  and  role  of  the  non- 
aligned  movement  after  the  end  of  the  Cold 
War,  and  hence  the  interest  of  Indonesia  in 
hosting  the  10th  summit  and  assuming  the 
chairmanship  of  the  movement  for  the 


coming  three  years.  What  seems  to  have 
been  overlooked  is  the  fact  the  nonaligned 
movement  has  not  been  entirely  a  product  of 
the  Cold  War.  This  is  not  to  deny  the  contri- 
bution of  the  Cold  War  to  the  birth  of  the 
movement,  in  the  sense  that  its  birth  was  ac- 
celerated and  further  justified  by  the  moun- 
ting tension  between  East  and  West  or  the  in- 
creasing intensity  of  the  Cold  War  in  the  ear- 
ly part  of  the  1960s.  This  was  indicated  by 
such  developments  of  the  period  as  the  abor- 
tive summit  meeting  between  President 
Eisenhower  of  the  United  States  and  Mr.  Ni- 
kita  Khrushchev  of  the  Soviet  Union  to  have 
been  held  in  Paris  in  1960  because  of  the  U-2 
incident;  the  building  of  the  Berlin  Wall;  and 
the  tension  between  Cuba  and  the  United 
States  culminating  in  the  Bay  of  Pigs  inva- 
sion. 

Nonalignment  as  a  form  of  foreign 
policy  pursued  by  many  countries  of  the  de- 
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veloping  world,  particularly  those  that  have 
obtained  independence  only  since  the  end  of 
World  War  II,  is  essentially  an  expression  of 
their  desire  or  aspirations  to  continue  to  be 
free  and  independent  from  foreign  inter- 
ference and,  worse  still,  foreign  domination. 
It  is  in  that  sense  an  expression  of  national- 
ism that  grew  out  of  their  colonial  expe- 
rience. This  nationalism,  therefore,  at  least 
at  its  initial  stage,  has  taken  the  form 
especially  of  anti- colonialism  and  anti- 
imperialism. 

In  fact,  it  is  that  kind  of  nationalism  that 
was  the  underlying  foundation  or  spirit  of 
the  Bandung  Conference  or  the  Afro-Asian 
Conference  held  in  Bandung,  Indonesia,  in 
1955.  Although  it  is  often  believed  that  the 
Bandung  Conference  was  the  start  of  the 
nonalignment  movement,  it  had  little  to 
do  with  the  Cold  War.  It  is  to  be  noted  that 
some  countries  taking  part  in  the  Bandung 
Conference  were  pro- Western,  while  others 
were  pro-Eastern  in  their  foreign  policy 
orientation.  This  should  serve  to  explain  why 
those  attending  the  Bandung  Conference  in 
fact  disagreed  on  the  meaning  of  "imperial- 
ism". For  some,  imperialism  meant  Western 
imperialism,  for  others  it  meant  commun- 
ism. 

Thus  it  may  be  true  that  Bandung  was  the 
seed  of  the  nonaligned  movement  in  the 
sense  that  just  as  the  Bandung  Conference, 
the  nonaligned  movement  has  been  essen- 
tially an  expression  of  nationaHsm,  namely, 
the  desire  to  be  free  and  independent  from 
external  ppwers,  particularly  the  great 
powers.  But  in  the  context  of  the  Cold  War, 
these  great  powers  were,  of  course,  particu- 
larly the  United  States  and  the  Soviet  Union. 
Bandung  was  not,  nevertheless,  the  begin- 
ning of  the  nonaligned  movement  in  that 
particular  sense,  that  is,  nonaligned  against 


either  the  United  States  or  the  Soviet  Union. 

Perhaps  it  is  more  accurate  to  say  that 
the  Bandung  Conference  inspired  the  non- 
aligned  movement.  It  is  important  to  note  in 
this  connection  that  the  chief  initiator  of  the 
movement  was  President  Joseph  Bros  Tito 
of  Yugoslavia.  Having  been  expelled  from 
the  Cominform  in  1948,  yet  still  communist, 
Yugoslavia  could  not  possibly  be  an  ally  of 
the  West.  It  wanted  to  pursue  an  indepen- 
dent foreign  policy.  In  its  particularly  unique 
position,  however,  Yugoslavia  could  not 
possibly  identify  itself  with  the  AfroAsian 
group  of  nations.  President  Tito,  therefore, 
proposed  a  community  of  nations  bound  by 
a  common  political  commitment  rather  than 
geographical  boundaries  that  would  exclude 
Yugoslavia.  In  this  he  found  support  from 
India,  Egypt,  Ghana,  and  if  reluctantly,  In- 
donesia under  President  Soekarno,  who  pre- 
ferred the  holding  of  the  second  Bandung 
Conference,  later  to  be  expanded  even  to 
Latin  America.  Thus  began  the  nonaligned 
movement. 

To  return  to  the  question  of  relevance, 
therefore,  it  may  be  said  that  to  the  extent 
that  the  nonaligned  movement  has  been  a 
product  of  the  Cold  War,  or  at  least  to  the 
extent  it  relates  to  the  Cold  War,  then  it 
seems  inaccurate  to  say  that  the  nonaligned 
movement  continues  to  be  relevant  in  the 
post-Cold  War  era.  Yet  it  may  be  said  that 
it  is  still  relevant,  if  so  wished,  as  an  ex- 
pression or  manifestation  of  the  aspirations 
to  pursue  an  independent  foreign  policy,  if 
not  from  East  or  West,  then  from  any  exter- 
nal (particularly  great)  powers. 

To  be  sure,  with  the  East  and  Western  • 
blocs  now  gone,  one  may  well  raise  the  issue 
of  the  name  of  the  movement.  But  more  im- 
portant than  the  question  of  name,  of 
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course,  is  the  possible  role  that  the  move- 
ment may  play  in  world  politics  now  that  the 
Cold  War  has  ended.  For  whatever  its  name, 
and  in  spite  of  its  possibly  decreasing  rele- 
vance, the  member  nations  of  the  move- 
ment, now  numbering  109,  representing 
about  two  thirds  of  the  United  Nations 
membership  and  a  great  majority  of  the 
humankind,  have  been  linked  and  more  or 
less  united  in  some  kind  of  a  loose  associa- 
tion. What  are  they  going  to  do  as  a  group? 

Despite  their  differences  in  many 
respects,  the  nonaligned  nations  do  share  a 
number  of  common  problems,  and  this 
alone  should  serve  to  justify  some  common 
approach.  The  majority  of  them  are  definite- 
ly developing  nations,-  some  facing  even  the 
problem  of  under-development  and  back- 
wardness. Many  of  them  share  a  common 
problem  of  foreign  debts  and  various  degrees 
of  dependency  on  the  industrialized  coun- 
tries of  the  West. 

First  and  foremost  will  be  the  question  of 
the  contribution  the  nonaligned  movement 
may  possibly  make  to  world  peace,  a  pri- 
mary preoccupation  of  its  member  nations 
from  the  very  beginning  of  the  movement.  If 
any  lesson  may  be  learned  from  past  expe- 
rience, it  seems  worth  remembering  that  the 
nonaligned  movement  has  hardly  been  able 
even  to  create  and  maintain  peace  within 
and  among  its  own  ranks.  It  has  been  un- 
able even  to  solve  conflicts  between  its  own 
member  countries  such  as  the  war  between 
Iran  and  Iraq  or  that  between  India  and  Pa- 
kistan, not  to  speak  of  domestic  conflicts  in 
many  individual  member  states  of  the  non- 
aligned  movement.  Indeed,  the  fact  that  the 
world  was  saved  from  the  nuclear  catastro- 
phy  of  a  Third  World  War  had  nothing  to  do 
with  the  nonaligned  movement.  It  was  due 
to  the  logic  of  the  Cold  War  itself,  to  the 


mutual  fear  of  destruction  on  the  part  of 
both  East  and  West. 

The  first  and  probably  the  most  impor- 
tant challenge  to  the  nonaligned  move- 
ment, therefore,  will  be'how  to  create  and 
maintain  peace  within  itself,  that  is  to  say, 
how  its  member  states  can  solve  their  own 
conflicts;  how  they  can  manage  their  con- 
flicts of  interest  in  a  peaceful  way  so  as  to 
avoid  further  violent  conflicts  in  the  future. 
In  other  words,  the  nonaligned  countries 
should  first  of  all  put  their  own  houses  in 
order  before  they  can  speak  of  their  role  in 
the  maintenance  of  world  peace.  Only  then 
will  the  nonaligned  movement  acquire  its 
credibility  in  the  eyes  of  the  rest  of  the  world 
and  hope  to  play  a  proper  role  in  world  poli- 
tics, particularly  in  the  maintenance  of  world 
peace. 

Focusing  their  attention  on  economic  de- 
velopment and  thus  on  economic  coopera- 
tion among  the  nonaligned  countries  forms 
an  important  part  of  the  endeavour  to  put 
their  own  houses  in  order.  So  far,  the  at- 
tention of  the  nonaligned  countries  has 
been  concentrated  on  political  issues.  This  is 
not  to  suggest  that  political  issues  are  not  im- 
portant. The  movement  itself  was  motivated 
above  all  by  political  considerations.  But  as 
it  has  turned  out  throughout  the  history  of 
the  movement,  political  issues  have  been 
most  divisive  because  of  the  differences  in 
political  orientation  among  the  member 
states.  This  accounts  for  the  fact  that  most 
resolutions  adopted  by  the  previous  non- 
aligned  summits  have  been  mostly  in  the 
nature  of  political  generalities,  while  eco- 
nomic cooperation  has  probably  been  found 
unfeasible  among  so  many  nations  of  dif- 
ferent potentialities  and  stages  of  economic 
development.  Yet  it  is  in  the  economic  field 
that  at  present  a  large  majority  of  the  non- 
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aligned  nations  are  facing  common  urgent 
problems.  One  of  these  is  the  problem  of 
foreign  debts. 

The  Jakarta  summit  seems  to  have  basi- 
cally adopted  the  right  approach  to  such  pro- 
blems. In  the  absence  of  and  pending  the 
promotion  of  economic  cooperation  in  the 
larger  context  of  the  nonaligned  move- 
ment, which  it  would  be  unrealistic  to  expect 
to  materialize  anyway,  at  least  on  a  short- 
term  basis,  economic  cooperation  among 
nonaligned  countries  can  be  promoted  on 
a  bilateral  or  multilateral  and  regional  basis. 
The  idea  seems  to  be  essentially  South-South 
cooperation  on  the  basis  of  mutual  help. 

What  appears  to  be  the  underlying  idea 
that  a  stronger  South  not  only  because  of 
their  newly  found  unity  and  solidarity  but 
also  because  of  their  self-sufficiency  may 
find  itself  in  a  stronger  position  in  any  ef- 
forts at  further  cooperation  with  the  North 
seems  to  make  enough  sense.  Furthermore, 
the  dispatch  of  money  from  the  African 
funds  to  Somalia  for  humanitarian  aid,  is  a 
sound  reflection  of  the  common  determina- 
tion among  the  nonaligned  nations  to  help 
one  another.  Indeed,  there  seems  to  be  little 
reason  why  the  stronger  cannot  help  the 
weaker  member  nations  of  the  nonaligned 
movement. 

Strength  or  power,  comprehensively  de- 
fined, is  what  matters  in  international  poli- 
tics. And  the  nonaligned  nations  can  only 
hope  to  play  an  important  role  in  the  esta- 
Tilishment  and  functioning  of  a  future  world 
order  in  the  wake  of  the  demise  of  the  Cold 
War  if  they  can  be  in  a  proper  position  of 
power  and  influence.  That  is  the  challenge  of 
the  present  world  in  a  nutshell  to  be  faced  by 
the  nonaligned  nations.  And  the  responsi- 
bility for  the  attainment  of  that  position 
rests  primarily  on  their  own  shoulders. 


That  the  nonaligned  nations  do  aspire 
to  such  a  position  and  role  is  manifested  un- 
mistakeably  in  the  proposal  for  a  revitaliza- 
tion,  restructuring  and  democratization  of 
the  United  Nations,  particularly  with  respect 
to  the  Security  Council.  This  proposal  is  em- 
bodied in  the  "Jakarta  Message"  to  the 
world,  the  most  significant  resolution  of  the 
10th  Non-Aligned  Summit,  which  expresses 
the  aspirations  of  the  nonaligned  nations 
in  the  face  of  the  new  challenges  of  today's 
world.  Whether  or  not  such  a  bold  proposal 
can  and  will  be  carried  out  will  certainly  de- 
pend not  only  on  the  nonaligned  nations 
themselves,  but  especially  on  the  great 
powers,  more  particularly  the  present  per- 
manent members  of  the  Security  Council 
holding  the  right  to  veto.  It  may  go  through 
a  long  and  complicated  process. 

Finally,  however,  we  may  assess  the  role 
Indonesia  may  play  as  chairman  of  the  non- 
aligned  movement  for  the  next  three  years, 
particularly  in  the  efforts  to  realize  the  aspi- 
rations of  its  member  nations.  Indonesia  is 
certainly  one  of  the  largest  nations  of  the 
world  and  of  the  nonaligned  movement, 
besides  India  and  Brazil.  And  also  like  India, 
though  not  Brazil,  Indonesia  is  recognized  as 
one  of  the  pioneers  of  the  nonaligned  move- 
ment. As  such,  also  like  India  before,  Indo- 
nesia is  in  a  position  to  lead  the  movement. 

Furthermore,  Indonesia  may  be  said  to 
deserve  a  credit  and  thus  credibility  as  leader 
of  the  nonaligned  movement  thanks  to  its 
success  in  maintaining  internal  stability  and 
in  pursuing  economic  development  albeit 
with  Western  aid.  But  here  lies  an  important 
key  to  its  role  as  chairman  of  the  non- 
aligned  movement.  That  is  to  say,  Indone- 
sia may  serve  as  a  bridge  between  North  and 
South,  a  bridge  in  the  promotion  of  North- 
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South  cooperation.  Here  Indonesia  can  serve 
as  a  factor  of  moderation  rather  than  con- 
frontation, which  has  marked  its  diplomacy 
throughout  the  period  of  the  New  Order 
under  President  Soeharto.  Perhaps  in  spite 
of  everything  else,  it  is  this  New  Order 
regime  under  President  Soeharto  that 
brought  to  an  end  Indonesia's  policy  of  con- 
frontation in  the  mid  1960s,  followed  by  the 
establishment  of  ASEAN,  thus  bringing 
about  order  and  stability  in  Souheast  Asia 
until  then  unknown  to  the  region.  It  was  the 
first  major  foreign  pohcy  step  taken  by  the 
New  Order  since  it  came  to  power.  And  since 
then  moderation  rather  than  confrontation 
has  been  a  major  characteristic  of  Indone- 
sia's diplomacy  regionally  as  well  as  world- 
wide. 

For  the  nonaligned  nations,  most  of 
which,  if  not  all,  are  developing  countries, 
cannot  possibly  afford  to  adopt  a  policy  of 
confrontation,  for  whatever  reason,  against 
the  industrialized  nations  of  the  West  or  the 
North.  And  whether  one  likes  it  or  not,  the 
West  or  the  North  has  continued  to  be  the 
primary  source  of  capital  and  technology 


which  the  nonaligned  nations  badly  need 
for  development.  There  is  thus  no  other 
alternative  for  the  Non-Aligned  nations,  that 
is,  the  South,  but  to  promote  cooperation 
with  the  developed  nations,  that  is,  the 
North. 

Indeed,  such  North-South  cooperation 
ought  to  be  promoted  on  the  basis  of  mutual 
interest  and  increasing  interdependency  and 
for  mutual  benefit.  No  nation  in  today's 
world  of  increasing  interdependency  among 
nations  can  afford  to  exist  in  isolation  on  the 
basis  of  autarchy.  The  problem  is  the  acutely 
asymmetrical  interdependent  relationship, 
particularly  between  the  North  and  the 
South.  Cooperation  should  be  geared  to  the 
reduction  of  such  a  lack  of  symmetry  and  to 
the  growth  and  development  of  a  dynamical- 
ly interdependent  relationship. 

To  be  sure,  the  South  can  possibly  catch 
up  with  the  advancement  of  the  North 
primarily  through  the  aid  and  assistance  pro- 
vided by  the  latter.  But  the  latter  should  do 
so  ultimately  in  its  own  self-interest  over  the 
long-run. 
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Indonesia's 
Political  Development 
in  1992 

Jusuf  Wanandi 


THE  outcome  of  the  general  elections 
last  June  shows  that  the  political  sys- 
tem is  becoming  more  open.  The 
Armed  Forces  (ABRI)  has  adopted  a  neutral 
stance  towards  the  three  political  parties, 
both  during  the  campaigns  and  on  the  elec- 
tions day  itself.  In  most  parts  of  Indonesia 
people  feel  more  relaxed  and  relatively  free 
to  choose  among  the  three  contesting  poli- 
tical parties. 

This  suggests  that  political  development 
will  become  more  important  in  Indonesia's 
national  development,  at  least  for  two 
reasons.  First,  as  a  result  of  economic  de- 
velopment, there  is  a  growing  middle  class 
that  can  articulate  its  aspirations  and  in- 
terests, and  demands  greater  participation  in 
the  political  process.  Second,  as  a  result  of 
the  much  improved  access  to  education,  in- 
formation and  telecommunication  for  the 
population  at  large. 


The  main  ideas  in  this  article  has  been  presented  at 
the  "Indonesian  Update  Seminar"  Australian  National 
University,  Canberra,  28  August  1992  and  will  be 
published  by  the  ANU. 


The  problem  for  the  future  is  how  to  pro- 
mote political  participation  in  accordance 
with  people's  expectation  without  endanger- 
ing the  unity  of  the  nation  and  the  stability 
of  the  country.  This  problem  arises  because 
the  country  is  still  vulnerable  to  various 
forms  of  social  and  political  instabilities,  be 
they  caused  by  ethnic,  religious  or  even  re- 
gional animosities. 

Some  of  these  traditional  sources  of  in- 
stability are  gradually  being  overcome,  but 
new  ones  may  have  arisen  as  a  result  of  eco- 
nomic development.  In  particular,  one.  needs 
to  recognise  that  the  strategy  of  economic 
development  based  on  the  free-market 
system  has  resulted  in  a  more  unequal  distri- 
bution of  income,  but  hopefully  this  is  only  a 
temporary  consequence. 

Two  factors  will  influence  the  process  of 
political  development  in  the  years  to  come, 
namely  the  presidential  succession  and  the 
development  of  civilian-military  relations.  In 
the  short  and  medium  terms,  the  main  pro- 
blem will  be  the  succession  of  the  president, 
since  this  post  is  so  overwhelmingly  impor- 
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tant  and  powerful  in  the  Indonesian  Con- 
stitution. One  factor  will  alleviate  the  crisis 
surrounding  President  Soeharto's  succes- 
sion, and  that  is  the  fact  that  he  has  been  in 
power  for  over  25  years,  while  most  of  the 
leaders  of  the  Armed  Forces  and  the  bureau- 
cracy have  already  been  taken  over  by  a  new 
generation.  In  fact,  he  has  been  the  most 
stabilising  factor  while  these  changes  have 
taken  place.  It  is  likely  that  President  Soe- 
harto  will  be  succeeded  in  1998.  By  then  the 
two  most  important  centres  of  powers  will 
have  been  taken  over  by  a  younger  genera- 
tion already  for  some  years.  These  centres  of 
power  will  not  become  the  sources  of  instabi- 
lity, since  the  rules  of  the  game  that  have 
been  laid  down  and  implemented  for  some 
time  will  prevent  internal  political  rivalries 
and  divisions  to  cause  disturbances. 

Two  factors  are  important  for  the 
smooth  transition  of  leadership.  Firstly,  Pre- 
sident Soeharto  has  to  prepare  for  a  candi- 
date for  the  next  presidency  (1998)  by  ap- 
pointing a  vice-president  from  the  younger 
generation,  who  is  considered  as  the  best 
candidate  for  that  important  post.  The  idea 
that  a  president  cannot  be  prepared  before- 
hand, because  he  should  arise  from  a  natural 
process  of  competition  among  the  next 
generation  of  leaders,  has  some  merit.  How- 
ever, the  past,  now  and  the  future  will  de- 
mand so  many  aspects  of  leadership  and 
statesmanship,  so  that  the  candidate  needs  to 
have  a  lot  of  experience  and  be  prepared  to 
the  greatest  possible  extent  before  he  can  do 
the  job.  Because  the  nation  and  the  society 
has  developed  and  expand  its  activities  into 
so  many  fields  and  sectors,  the  job  will  no 
more  be  as  simple  as  twenty- five  years  ago 
when  President  Soeharto  took  over.  Further- 
more, the  tempo  of  change  has  quickened  so 
dramatically,  requiring  the  candidate  to  be  a 


consensus-builder,  and  a  moderate,  pragma- 
tic and  flexible  leader.  At  the  same  time  he 
has  to  be  a  person  who  understands  the  new 
challenges  of  more  open,  diverse,  developed, 
and  international  oriented  society  and  na- 
tion. 

These  capabilities  have  to  be  acquired  by 
experience  and  practice,  although  character 
and  leadership  are  also  important  prerequi- 
sites for  the  next  leader.  As  such.  President 
Soeharto  has  to  give  the  vice-president  real 
experience  and  responsibilities  in  the  various 
fields  of  governance.  He  should  be  selected 
from  among  the  younger  generation,  so  that 
he  will  be  able  to  represent  the  generation  to 
come  and  their  aspirations  and  to  anticipate 
more  ably  the  dramatic  changes  to  come. 

Secondly,  President  Soeharto  should  also 
delegate  more  of  the  coordinating  functions 
in  the  various  fields  to  his  coordinating 
ministers.  To  be  able  to  do  so,  he  should 
really  look  for  persons  with  leadership,  ex- 
perience and  capabilities  to  do  the  job  accor- 
dingly. Thus  far,  not  all  of  the  coordinating 
jobs  have  been  performed  adequately  due  to 
various  constraints  and  limitations.  A 
greater  delegation  of  the  coordinating  func- 
tion could  alleviate  the  tasks  of  the  presiden- 
cy and  enables  the  president  to  concentrate 
on  the  main  job  of  statesmanship  and  to 
watch  over  the  change  of  the  guard.  With 
this  kind  of  coordination  and  delegation,  the 
succession  can  be  prepared  by  President 
Soeharto  in  a  statesman-like  and  effective 
way,  and  will  proceed  in  a  smooth,  respon- 
sible, peaceful  and  well- accepted  manner. 

In  the  longer  term,  perhaps  the  most  im- 
portant factor  for  political  change  is  the  role 
of  the  Armed  Forces  and  the  relationship  be- 
tween the  civilian  elite  and  the  military 
leadership.  Continuing  into  the  forseeable 
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future  the  Armed  Forces  will  play  an  impor- 
tant political  role  due  to  its  dual  role  or  func- 
tion that  they  have  acquired  in  Indonesia's 
history  and  politics,  especially  in  the  struggle 
and  war  for  independence  and  in  the  process 
of  nation-building  and  national  development 
of  the  country. 

The  relationship  can  become  a  problem  if 
the  two  parties,  civilian  and  military,  cannot 
adjust  amicably  and  lack  farsightedness  as 
well  as  statesmanship  on  their  respective 
roles  in  the  society.  The  doctrine  of  the  dual 
role  has  been  accepted  by^the  society  at  large 
due  to  historical  and  political  development 
in  the  past.  With  the  success  of  modernisa- 
tion, and  achievements  of  national  develop- 
ment, and  with  a  new  generation  of  leader- 
ship in  the  Armed  Forces,  who  are  more  pro- 
fessional, the  question  of  adjusting  this  role 
to  a  more  open  society  with  a  larger  middle 
class  has  come  forward  and  needs  to  be  ad- 
dressed. 

The  Armed  Fores  is  of  the  opinion  thaf 
the  dual  role  is  a  matter  of  principle  because 
of  its  historical  and  political  origin.  They  be- 
lieve that  the  purpose  of  having  this  role  is  to 
keep  the  unity  of  the  nation  based  on  Panca- 
sila,  and  to  save  the  nation  from  future 
crises. 

They  also  believe  that  the  doctrine 
enables  them  to  participate  positively  in 
politics  and  thus  will  also  prevent  them  from 
resorting  to  the  use  of  inconstitutional 
means,  such  as  coups  or  threats.  How  far 
they  will  continue  to  participate  actively  in 
politics  in  the  future,  will  depend  on  the  poli- 
tical maturity  of  the  nation.  In  this  context, 
the  last  few  years  saw  many  Armed  Forces 
appointees  among  diplomats,  director 
generals,  governors  or  district  leaders 
already  being  replaced  by  civilian  bureau- 


crats and  professionals.  Even  the  numbers  of 
appointees  from  the  Armed  Forces  in  the 
legislative  Councils  have  become  an  issue  for 
public  debate.  Their  appointees  in  the  Parlia- 
ment (DPR)  and  the  Consultative  Assembly 
(MPR)  are  seen  as  the  guarantee  to  maintain- 
ing Pancasila  as  a  basic  principle  in  Indone- 
esian  political  life,  which  in  turn  guarantees 
the  unity  of  the  nation.  The  President  has 
announced  recently  that  the  numbers  will  be 
adjusted  according  to  the  state  of  political 
stability  of  the  nation. 

As  has  been  said,  in  the  last  general  elec- 
tions, the  ABRI  has  placed  themselves  above 
all  the  competing  political  parties  and  Gol- 
kar. ABRI  also  has  stated  that  they  will 
make  the  adjustments  in  the  implementation 
of  their  dual  role  in  accordance  with  the  need 
of  the  nation  and  the  maturity  of  its  political 
life  in  the  future.  However,  they  continue  to 
stress  on  the  right  of  saving  the  nation  as  the 
main  argument  for  their  dual  role. 

How  the  new  generation  of  leadership  in 
ABRI  really  thinks  about  their  role  in  the 
future  still  needs  to  be  followed  very  closely. 
Thus  far,  it  appears  that  they  are  just  follow- 
ing the  thinking  of  the  1945  generation, 
namely  the  founding  fathers  of  the  TNI  (In- 
donesian National  Army)  and  of  the  nation. 
How  they  will  manage  their  relationship  with 
civilian  leaders  in  the  future  is  also  an  open 
question.  They  are  better  educated  and  they 
should  better  understand  the  problems  and 
the  need  of  a  more  open  society,  the  wishes 
of  a  larger  middle  class,  and  the  interna- 
tional development  of  a  global  society,  in- 
cluding the  challenges  of  interdependence  in 
the  fields  of  the  economy,  technology, 
science  and  telecommunication.  But  at  the 
same  time  they  seem  also  to  be  overly  wor- 
ried about  the  unity  of  the  nation,  the  con- 
tinuity of  development  and  the  continued 
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Stability  of  political  life. 

Therefore,  it  is  important  that  the  civilian 
and  military  leaders  are  continuously  en- 
gaged in  dialogues  and  exchanges.  They 
should  help  formulate  a  new  national  con- 
sensus on  political  development  and  their 
respective  roles  in  political  development. 
Furthermore,  they  should  help  each  other  in 
adjusting  their  respective  roles.  In  this 
respect,  stability  still  is  considered  as  an  im- 
portant factor  in  the  equation.  The  new  na- 
tional consensus  ideally  should  be  embodied 
in  the  next  long  term  development  plan  as 
will  be  discussed,  deliberated  and  agreed 
upon  by  the  MPR  from  October  1992  until 
March  1993.  Its  implementation  will  be  for- 
mulated in  a  series  of  legislation  through  the 
DPR.  The  debate  should  also  involve  the 
society  at  large,  especially  among  the  various 
thinkers,  institutions  and  non-governmental 
organisations  who  feel  that  they  have  an  im- 
portant stake  in  the  future  political  develop- 
ment of  the  country.  This  can  provide  an  im- 
portant feedback,  and  their  participation 
will  also  be  important  for  the  support  of  the 
dual  role.  Since  political  development  is  a 
very  important  topic  for  the  future  of  Indo- 
nesia, it  is  hoped  that  the  debate  will  be  held 
in  a  free  and  responsible  manner. 

Through  regular  consultations  outside 
and  inside  the  Parliament,  adjustments  of 
and  flexibilities  in  the  implementation  of  the 
consensus  can  be  guaranteed.  The  role  of 
Golkar  will  be  extremely  central  in  maintain- 
ing a  balanced  relationship  between  military 
and  civilian  leaders.  For  that  purpose  Golkar 
leadership  in  the  future  should  consist  of 
leaders  who  are  visionary,  bold  and  states- 
man-like in  outlook,  while  maintaining  a 
pragmatic,  flexible  and  moderate  attitude. 
Above  all  they  should  be  accepted  by  mili- 
tary and  civilian  leaders,  including  among 


the  civilian  bureaucracy. 

It  is  also  important  that  political  parties 
and  Golkar  have  certain  autonomy  in  order 
to  be  able  to  play  their  role  in  the  political 
process.  Based  on  this  developments,  supra- 
structural  institutions  like  the  MPR  and 
DPR  and  other  legislative  councils  can  exe- 
cute their  respective  roles  of  controlling  the 
Executive  Branch. 

This  is  the  main  challenge  for  the  military 
and  civilian  leaders:  on  the  one  hand,  it  is 
relatively  easy  for  the  military  to  understand 
the  importance  of  political  development  for 
stability  in  the  longer  future  of  the  nation, 
and  pay  lip-service  to  that  effect  in  their 
statements  and  deliberations;  on  the  other 
hand  this  requires  readiness  on  their  part  to 
implement  decisions  and  ideas  that  will 
reduce  their  political  power  in  relative  terms. 
This  readiness  will  be  greatly  reduced  if  this 
development  appears  to  cause  instability  and 
uncertainty  in  political  life  which  in  essence 
is  part  of  the  process  of  democracy  itself. 

For  civilian  leaders,  it  will  not  be  easy  to 
organise  themselves  and  to  restrain  popular 
support  and  public  opinion.  Some  policies 
and  actions  of  government  and  political 
leaders  could  be  quite  unpopular  but  these 
decisions  could  be  important  for  the  main- 
tenance of  stability  in  the  political  process 
and  for  maintaining  unity.  It  is  also  possible 
that  steps  to  be  taken  in  achieving  a  certain 
stage  of  political  development  should  be 
gradual,  and  this  might  also  be  unpopular 
with  an  impatient  populace. 

Above  all,  the  challenge  to  the  civilian 
leaders  is  whether  they  can  keep  the  country 
together,  despite  the  differences  that  exist  in 
the  society  by  reaching  a  consensus  on  how 
to  develop  the  country  in  the  various  fields. 
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The  Other  poHtical  parties  and  NGO's 
can  induce  and  put  pressure  on  Golkar,  as 
the  main  civilian  counterpart  of  ABRI  to 
formulate  the  relationship  between  the  two. 
However,  this  should  not  limit  their  own  role 
in  the  process  of  political  development  since 
they  can  play  an  important  role  as  a  catalyst 
and  pressure  groups. 

In  all  these  efforts,  generational  change 
will  have  its  influence.  On  the  one  hand  the 
1945  generation  of  ABRI  could  be  more 
open-minded  on  political  development  due 
to  their  civilian  background.  But  they  also 
have  endured  a  lot  of  political  challenges,  in- 
stabilities and  civil  wars  due  to  mistaken 
leadership  of  civilians  as  happened  during 
the  Soekarno  years.  Therefore,  they  are  very 
concerned  and  rather  obsessed  with  political 
stability  and  national  unity,  which  make 
them  very  reluctant  to  try  out  new  ideas  for 
political  development.  To  a  certain  extent, 
they  are  quite  nationalistic  in  their  outlook 
on  international  relations  and  Indonesia's 
foreign  policy. 

On  the  other  hand  the  new  generation 
of  ABRI,  the  so-called  generation  of  the 
1960s,  are  better  educated,  more  interna- 
tional minded,  and  also  very  professional. 
Although  they  have  some  experience  in  im- 
plementing a  political  role  in  the  so-called 
territorial  activities  during  their  career,  very 
few  at  the  top  have  had  national  or  interna- 
tional experience  in  the  political  field.  Their 
understanding  of  the  need  for  political  de- 
velopment is  quite  adequate,  but  they  have 
to  face  the  challenge  of  adjusting  to  a  new 
future  political  role  which  will  be  more 
limited  than  what  they  have  known  so  far. 
This  transition  will  not  be  easy.  It  also  needs 
a  great  deal  of  openne§s,  dialogue  and  co- 
operation between  them  and  civilian  leaders. 
Both  should  adopt  a  pragmatic,  flexible  and 


moderate  attitude  towards  political  develop- 
ment. 

What  are  the  chances  that  the  above  de- 
velopment will  succeed?  Or,  what  are  the 
factors  that  will  determine  whether  develop- 
ments will  be  favourable  or  unfavourable? 
First,  President  Soeharto  in  the  next  five 
years  will  still  be  the  most  decisive  factor  not 
only  in  appointing  and  preparing  for  his  suc- 
cessor, but  also  in  the  ways  and  pace  in 
which  poHtical  development  will  be  im- 
plemented. 

In  the  last  few  years  the  President  has  in- 
creased his  personal  intervention  in  the 
Armed  Forces,  and  it  is  expected  that  he  will 
continue  to  do  so.  He  is  also  the  head  of  the 
civilian  bureaucracy,  which  in  itself  is  a 
powerful  group.  Essentially,  the  President 
has  enormous  powers  to  intervene  in  poli- 
tical life,  although  he  is  more  sensitive  to 
pressures  and  public  opinion  than  it  might 
appear.  He  also  follows  political  trends  and 
developments  in  other  countries,  especially 
neighbouring  countries,  quite  closely.  At  the 
same  time,  he  is  also  the  exponent  of  the 
1945  generations  par  excellence,  and  basical- 
ly has  a  conservative  and  cautious  outlook 
towards  political  development. 

Therefore,  it  can  be  expected  that  he  is 
not  going  to  take  bold  steps  to  keep  political 
development  ahead  of  social  and  political 
changes.  He  could  even  slow  down  the  trend 
somewhat,  except  if  he  is  going  to  delegate 
more  of  his  authority  to  others  as  has  been 
suggested  above. 

Second,  of  course,  is  the  leadership  in 
ABRI,  which  would  Hke  to  keep  its  political 
influence  and  power,  but  also  recognises  the 
need  to  become  more  professional.  In  addi- 
tion, it  has  to  promote  political  development 
but  at  the  same  time  remain  concerned  with 
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political  stability  and  the  unity  of  the  nation. 

There  are  some  personalities  coming  up 
in  ABRI  who,  when  given  power,  can 
manage  to  balance  those  two  contradicting 
tendencies  in  poUtical  life.  But  in  general 
ABRI  tends  to  be  more  on  the  conservative 
side,  despite  their  pronouncements,  essen- 
tially because  of  their  concerns  with  stabihty 
and  unity.  This  is  also  due  to  the  fact  that  de- 
velopments always  bring  about  neW  and  un- 
foreseen things  which  in  general  ABRI 
abhores  to  deal  with.  Therefore,  how  they 
are  going  to  react  to  future  developments  is 
still  uncertain.  In  part  this  will  depend  on 
how  active  they  pay  attention  to  their  poli- 
tical role  (which  is  not  always  steady)  and  on 
the  personahties  who  will  be  in  charge  for 
political  affairs. 

Third,  is  the  new  leadership  in  Golkar, 
which  could  be  trusted  by  the  President  and 
ABRI,  but  also  is  endowed  with  the  authori- 
ty for  change  and  development.  This  will  be 
crucial,  because  in  theory  only  Golkar  has 
both  the  formal  and  informal  relations  with 
the  President,  the  Army  and  the  bureaucra- 
cy. Political  development  will  greatly  depend 
on  the  vision,  leadership  and  activism  of  the 
new  Central  Board  of  Golkar.  However,  in 
view  of  the  Kmited  authority  and  autonomy 
of  the  Central  Board  of  Golkar,  especially  in 
the  last  general  election,  it  will  be  very  dif- 
ficult to  imagine  how  Golkar  could  change 
dramatically.  Perhaps  this  will  proceed  in  an 
incremental  way,  and  this  will  very  much  de- 
pend on  the  right  personalities. 

Fourth,  is  the  role  of  other  political  par- 
ties, the  NGO's,  pubhc  opinion  makers 
(press,  academia  and  personalities)  and  so 
forth.  Their  role  is  equally  important  for  the 
success  of  political  development  in  the 
future.  This  is  so,  because  a  lot  of  poHtical 


pressures  are  needed  to  promote  political  de- 
velopment since  the  main  pohtical  actors,  on 
balance,  see  the  need  for  greater  political 
openness,  but  are  hesitant  and  essentially 
conservative  in  their  ideas,  and  on  their  own 
they  will  not  be  strong  enough  to  push  for 
this  development.  They  need  support, 
pressures  and  even  criticism.  But  paramount 
in  these  efforts  will  be  a  consensus  not  to 
destabilise  the  nation  or  to  divide  the  coun- 
try. In  this  process  of  change,  there  are  some 
developments  and  trends  that  give  some 
hopeful  signs  for  future  political  develop- 
ments. There  is  some  self-constraint  on  the 
part  of  the  poHtical  elite  due  to  the  dramatic 
change  of  government  in  1965-1967  which 
has  been  so  traumatic,  and  is  still  being  felt. 

Pancasila,  as  the  principle  of  unity,  has 
become  a  stronger  factor  in  political  life  as 
the  common  denominator  and  integrating 
factor.  In  practice  further  evidence  is  still 
needed  to  show  whether  indeed  this  is  true. 
In  particular,  Muslim  organisations,  which 
are  no  more  propagating  an  Islamic  state  or 
the  Jakarta  Charter,  has  to  demonstrate 
greater  tolerance  towards  and  wiUingness  to 
accept  minorities  by  not  pressing  for  more 
legislations  of  some  aspects  of  Fikih  law. 

Such  respect  and  tolerance  for  minorities 
is  the  centrepiece  of  democracy,  where  the 
majority  rules,  but  where  minorities  are  also 
protected  in  their  rights  and  obligations. 
And  in  the  effort  to  create  a  more  democra- 
tic society  in  the  future,  based  on  Pancasila, 
the  rule  of  law  has  to  be  supreme. 

The  political  development  in  the  last  five 
years,  although  with  its  ups  and  downs,  has 
been  more  vigorous  than  ever  before.  The 
general  elections  have  shown  that  a  greater 
degree  of  freedom  has  been  given  to  the  po- 
pulation to  make  their  choice.  Economic 
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developments  since  the  middle  of  the  1980s 
have  led  to  the  emergence  of  the  so-called 
"middle  class",  consisting  of  some  members 
of  the  bureaucracy,  army,  professionals  and 
an  upcoming  entrepreneurial  class,  which 
are  more  open  towards  political  develop- 
ment and  are  more  willing  to  push  for  poli- 
tical participation  and  openness.  This  group 
is  expanding  very  quickly  in  line  with  the 
growth  of  the  economy. 

And  last,  but  not  least,  the  new  genera- 
tion of  youth  that  has  come  up  is  not  bound 
by  the  experience  of  the  political  struggle  for 
independence  or  civil  strife  of  the  Bung  Kar- 
no  years  of  even  the  traumatic  change  of 
leadership  in  1965.  They  are  better  educated, 
more  professional,  more  international  and 
cosmopolitan.  They  are  also  numerous  and 
at  this  stage  as  everywhere  else  in  the  world, 
are  thinking  less  about  politics,  but  more 
about  making  money.  They  are  our  "yup- 
pies". How  they  will  get  more  politically  in- 
volved in  the  future  is  not  yet  clear,  but  they 
certainly  are  a  force  of  modernisation  and 
will  be  on  the  side  of  democracy  if  circum- 
stances push  them  to  take  active  part  in  the 
political  development  of  the  country. 


Conclusion 

The  political  picture  that  has  been  drawn 
is  a  mixed  one.  The  Indonesian  culture  of 
tolerance  and  compromise  will  still  be  the 
dominating  factor  to  influence  the  direction 
of  Indonesia's  pohtical  development. 

Another  most  important  and  decisive 
factor  is  economic  development.  So  long  as 
the  economy  continue  to  expand  and  grow 
and  the  distribution  is  fairly  well,  the  easier 
it  will  be  for  political  development  to  pro- 
ceed in  an  orderly  fashion. 

But  leadership  is  perhaps  the  crucial  fac- 
tor. Those  in  power  should  be  able  to  discern 
the  needs  of  the  future  and  implement  the 
necessary  adjustments  and  changes.  Those 
who  are  not  in  power  should  continue  to 
push  for  change  and  political  development, 
but  should  also  know  how  to  restrain  them- 
selves and  the  masses.  They  have  to  be  able 
to  balance  the  need  for  change  and  the  need 
for  certain  stability  in  political  hfe,  so  that 
the  unity  of  the  nation  and  the  achievements 
of  national  development  will  not  be  forfeited 
lightly. 


Indonesia  in 
A  Changing  Regional  and 
International  Environment 


Dewi  Fortuna  Anwar 


Major  International  and  Regional 
Trends 


THE  dissolution  of  the  Soviet  empire 
in  Eastern  Europe,  followed  by  the 
disintegration  of  the  seventy  five 
years  old  Soviet  Union  itself  on  the  last  day 
of  1991,  has  drastically  altered  the  interna- 
tional order  founded  in  the  aftermath  of  the 
allied  victory  in  1945.  World  politics  is  no 
longer  dominated  by  two  super  powers,  the 
United  States  and  the  Soviet  Union,  engaged 
in  a  life  and  death  struggle  to  prove  their 
supremacy,  and  the  superiority  of  their 
ideological  underpinnings,  to  each  other  and 
to  the  rest  of  the  world.  Whatever  the  real 
cause  of  the  dismemberment  of  the  Soviet 
empire  the  results  have  generally  been  seen 
as  an  all  out  victory  to  the  west,  particularly 
to  the  United  States. 

Paper  presented  at  the  Fourth  Young  ASEAN 
Leaders  Conference  on  "ASEAN  in  a  Changing  Re- 
gional and  International  Environment".  Bah,  21-24 
February,  1992,  organised  by  Centre  for  Strategic  and 
International  Studies  (CSIS). 


The  appeal  of  communism  as  a  progres- 
sive ideology  which  could  bring  prosperity 
and  justice  to  its  followers  has  waned  drama- 
tically. Instead  of  becoming  the  dominant 
world  ideology  as  Marx  and  Lenin  had  once 
predicted  and  as  the  United  States  and  its 
allies  not  so  long  ago  feared,  world  com- 
munism is  now  on  the  retreat.  The  Common- 
wealth of  Independent  States  (CIS)  which  re- 
placed the  Soviet  Union  has  renounced  com- 
munism, as  have  the  former  Soviet  satellites 
in  East  Europe.  Currently  China,  Vietnam 
and  Cuba  are  the  only  communist  countries 
of  importance  left,  and  even  they  too  have  to 
admit  that  capitalism  has  something  to  offer 
to  their  economic  development. 

The  end  of  the  super  power  confronta- 
tion which  has  dramatically  reduced  tensions 
at  the  global  level  naturally  has  a  positive  im- 
pact on  Southeast  Asian  regional  politics. 
There  is  now  less  likelihood  for  countries  in 
the  region  to  be  involved  in  proxy- wars  fuell- 
ed by  competing  super  power  interests.  The 
decline  of  communism  and  the  disap- 
pearance of  its  super  power  patron  have  also 
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reduced,  though  probably  not  totally  elimi- 
nated, the  danger  that  communism  poses  to 
the  non-communist  governments  in  South- 
east Asia.  At  the  same  time  the  opportunity 
for  regional  powers  to  play  one  super  power 
against  another  has  also  disappeared.  We 
shall  examine  these  aspects  of  the  changing 
international  and  regional  environment 
more  closely  later. 

While  the  United  States  has  emerged 
from  the  Cold  War  field  as  the  only  remain- 
ing super  power  in  terms  of  its  political  and 
military  might,  thus  pointing  towards  the 
emergence  of  a  unipolar  system  at  the  global 
level,  the  economic  arena  tells  a  very  dif- 
ferent story.  The  world  has  seen  the 
emergence  of  powerful  economic  and 
trading  blocs  which  may  cooperate,  but  just 
as  likely  compete  with  each  other.  Twelve 
Western  European  countries  will  be  united 
into  a  Single  European  Market  by  January 
1993,  while  the  United  States,  Canada  and 
Mexico  have  established  the  North  American 
Free  Trade  Area  (NAFTA).  In  the  Asia- 
Pacific  region  Japan  remains  as  the  most  im- 
portant economic  centre.  It  has  acted  as  the 
engine  of  growth  for  the  newly  industrialised 
economies  (NIEs)  and  for  the  other  growing 
economies  in  the  region,  including  ASEAN. 

Although  the  principle  of  free  trade  is 
still  officially  adhered  to  by  all  of  the  de- 
veloped countries,  there  is  a  clear  tendency 
towards  increasing  economic  protectionism 
amongst  them,  as  attested  by  the  creation  of 
trading  blocs.  This  trend  will  clearly  have  an 
impact  on  countries  outside  these  economic 
blocs,  particularly  on  the  developing  eco- 
nomies such  as  Indonesia,  which  have  pri- 
marily looked  to  these  industrialised  coun- 
tries as  markets  for  their  exports. 

Of  equal  economic  significance  to  In- 


donesia and  to  other  developing  countries 
which  have  been  used  to  relying  on  the  major 
western  economic  powers  and  Japan  for 
financial  and  technological  assistance,  is  the 
diversion  of  these  resources  to  the  former 
Soviet  Union  and  East  European  countries. 
With  a  limited  amount  of  resources  to  be  dis- 
bursed, it  is  quite  clear  that  shoring  up  the 
political  and  economic  stability  of  their 
former  adversaries  would  be  of  much  greater 
importance  to  the  US  and  Western  European 
countries  than  assisting  fairly  stable  states  in 
other  parts  of  the  world,  whose  strategic  im- 
portance have  moreover  diminished. 

While  at  the  global  political  level  there 
may  be  a  move  towards  unipolarity  with  the 
United  States  as  its  hub,  or  even  a  Pax  Ame- 
ricana, as  demonstrated  in  the  conduct  of 
the  recent  Gulf  War,  the  presence  of  several 
other  major  powers  in  the  Asia-Pacific  re- 
gion has  led  to  the  growth  of  multi-polarity 
in  the  area.  Moreover,  though  the  United 
States  remains  a  Pacific  and  a  naval  power 
with  long-term  interests  in  this  region,  the 
demise  of  the  Soviet  military  threat  has  led 
to  a  drastic  reduction  of  American  military 
presence.  Washington  has  closed  the  Ame- 
rican air  base,  Clark  Airfield,  and  naval 
base,  Subic  Bay,  in  the  Philippines,  formerly 
the  largest  American  bases  outside  the 
United  States.  In  its  place  Washington  has 
signed  an  agreement  with  Singapore  to  host 
its  Task  Force  73  with  just  over  a  hundred 
personnel  to  provide  some  repair  facilities 
for  American  navy. 

If  there  are  questions  regarding  the  ex- 
tent of  the  United  States  commitment  to  this 
region,  there  are  little  doubts  about  the  in- 
terests of  the  other  major  Asia-Pacific 
powers,  namely  China,  Japan  and  possibly 
India,  in  affecting  the  course  of  regional 
politics.  Some  fears  have  been  expressed  that 
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an  American  withdrawal  from  this  region 
would  lead  to  the  re-militarisation  of  Japan 
which  in  turn  would  provoke  a  strong  res- 
ponse from  China.  There  is,  therefore,  a 
great  deal  of  uncertainty  amongst  countries 
in  the  Asia-Pacific  region,  not  least  within 
ASEAN,  about  the  shape  of  the  things  to 
come  and  their  possible  impacts  on  regional 
peace  and  security. 

Another  important  trend  which  has  espe- 
cially emerged  with  the  collapse  of  com- 
munist imposed  unity  in  Eastern  Europe  is 
the  development  of  ethnic-based  national- 
ism. This  has  contributed  to  the  disintegra- 
tion of  the  Soviet  Union  and  the  Civil  War  in 
Yugoslavia.  The  growing  tendency  to  break 
away  from  once  multi-ethnic  political  union 
is  also  of  immediate  concern  to  states  with 
heterogenous  ethnic  population  such  as  In- 
donesia. 

Indonesia's  Basic  National  and  Inter- 
national Outlook 

Before  one  can  talk  about  how  Indonesia 
would  respond  to  the  changing  international 
and  regional  environment  one  clearly  needs 
to  understand  the  country's  basic  national 
and  international  outlook.  There  are  several 
key  elements  in  Indonesia's  national  life 
which  cannot  be  easily  changed,  and  which 
have  largely  shaped  the  country's  responses 
to  its  external  environment. 

One  major  characteristic  which  has  stood 
out  since  Indonesia's  independence  in  1945  is 
a  strong  sense  of  nationalism.  This  attitude 
is  the  legacy  of  the  country's  long  national 
struggle  for  independence,  particularly  that 
of  the  revolutionary  period  of  1945-1949, 
when  the  fledgling  republic  fought  a  bloody 
war  against  the  returning  Dutch  colonial 
power.  It  was  a  lesson  well  learned  that  with- 


out nationalism  the  heterogenous  and  di- 
vided people  of  the  former  Netherlands  East 
Indies  could  never  have  become  united  and 
obtained  their  independence.  The  motto 
"united  we  stand,  divided  we  fall"  has  be- 
come a  matter  of  belief  in  Indonesia,  and  na- 
tionalism is  seen  as  the  glue  that  is  holding 
the  country  together. 

Closely  related  to  this  strong  sense  of  na- 
tionalism is  a  basic  distrust  of  major  powers, 
which  was  also  engendered  by  Indonesia's 
revolutionary  experience.  The  founding 
fathers  of  the  Republic  were  mostly  staunch 
anti-communists  and  they  had  hoped  that 
the  United  States,  which  professed  to  be 
against  colonialism,  would  instantly  come  to 
their  assistance.  Instead  Washington  hesi- 
tated to  back  the  Republic  against  its  Dutch 
ally.  It  was  only  after  the  non- communist  In- 
donesian leaders  defeated  an  attempted  com- 
munist coup  backed  by  Moscow  in  1948  that 
the  United  States  threw  its  weight  behind  the 
new  Indonesian  government.  While  grateful 
to  the  Americans,  the  lesson  was  not  lost  to 
the  Indonesian  nationalist  leaders  and  the 
succeeding  generations  that  major  powers  do 
not  help  other  countries  out  of  sheer 
altruism.  Instead,  these  powers  would  offer 
assistance  to  weaker  countries  only  if  it  is  in 
their  interests  to  do  so,  and  only  to  the  extent 
deemed  necessary  to  these  interests. 

From  this  formative  experience  of  the 
Republic,  which  may  be  likened  to  a  baptism 
by  fire,  emerged  a  distinctive  Indonesian  na- 
tional outlook.  Indonesia's  revolutionary 
triumph  against  a  militarily  stronger  oppo- 
nent has  given  the  nation  a  well-defined 
sense  of  confidence  in  itself,  that  if  the  na- 
tion is  united  and  willing  to  sacrifice  and 
face  hardship,  it  could  shape  its  own  destiny. 
Nationalism,  distrust  of  major  powers  and  a 
strong  belief  in  itself  have  also  produced  a 
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tendency  towards  self-reliance,  particularly 
in  the  political  and  military  field.  It  has 
become  an  article  of  faith  in  Indonesia  that 
the  country  should  never  depend  on  an  exter- 
nal power  for  its  security,  since  the  responsi- 
bility of  defending  the  state  lies  with  the  In- 
donesian people  themselves. 

Thus,  from  1948  Indonesia  has  adhered 
to  the  doctrine  of  a  free  and  active  foreign 
policy  introduced  by  the  first  Vice  President, 
Moh.  Hatta.  This  was  not  meant  to  be  a 
neutralist  stance,  keeping  an  equal  distance 
between  the  two  opposing  super  powers.  In- 
stead, the  foreign  policy  doctrine  was  de- 
signed to  keep  Indonesia's  independence  to 
the  maximum,  by  allowing  the  country  to 
pursue  whatever  course  was  deemed  best  to 
serve  its  national  priorities,  without  being 
tied  up  to  external  commitments  it  could  not 
control.  This  means  that  joining  military 
alliances  or  hosting  foreign  military  bases  on 
its  soil  was,  and  continues  to  be,  anathema 
to  Indonesia. 

Indonesia's  size,  large  population,  rich 
natural  resources  and  colourful  cultural  tra- 
dition have  also  given  the  nation  a  strong  na- 
tional pride  in  its  country  and  heritage.  This 
national  pride,  on  top  of  the  strong  national- 
ism and  self-confidence  developed  during 
the  revolutionary  period,  has  led  to  the  con- 
viction that  Indonesia  must  and  can  ensure 
its  own  security.  This  does  not  only  mean  en- 
suring political  stability  within  the  country, 
but  also  ensuring  that  the  country's  im- 
mediate environment  does  not  become  a 
threat  to  Indonesia's  well  being. 

At  the  same  time  Indonesian  leaders  are 
very  aware  of  the  country's  inherent  weak- 
ness which  can  Umit  the  government's  control 
over  its  territory  and  population.  Indonesia  is 
still  an  industrially  backward  country  with 


limited  infrastructure  and  financial  means  to 
effectively  link  all  the  people  spread  in  over 
13,000  islands  together.  The  government 
also  has  a  very  limited  capacity  to  safeguard 
its  sea  lanes  from  hostile  uses.  The  hetero- 
geneity of  the  population  has  always  meant 
that  one  can  never  take  Indonesia's  national 
unity  for  granted.  It  is  not  surprising  that  to 
the  Indonesian  government  the  primary 
threat  to  national  security  comes  from  inter- 
nal subversion,  rather  than  from  an  external 
attack.  However,  it  is  also  realised  that 
hostile  external  powers  can  undermine  In- 
donesia's stability  by  exploiting  internal  dif- 
ferences and  dissatisfaction.  Efforts  must 
therefore  be  made  to  minimise,  if  not  eli- 
minate, foreign  infiltrations  or  machinations 
which  aim  at  weakening  the  country's  na- 
tional unity  and  integrity. 

A  con:bination  of  the  above  outlooks,  of 
strength  and  weakness,  of  the  desire  to  be  in- 
dependent and  united  and  the  awareness  that 
Indonesia's  ability  to  achieve  these  ends  is 
limited,  have  led  to  the  introduction  of  the 
Archipelagic  outlook  or  Wawasan  Nusan- 
tara.  This  was  first  introduced  in  1957, 
adopted  as  part  of  the  military  doctrine  in 
1969  and  confirmed  by  the  People's  Con- 
sultative Assembly  as  a  guideline  of  state 
policy  in  1973.'  InitxnaWy  Wawasan  Nusan- 
tara  signifies  that  Indonesia  forms  a  single 
political,  economic,  cultural  and  security  en- 
tity. Externally  the  principle  gives  notice  to 


See  Michael  Leifer,  Indonesia's  Foreign  Policy 
(London:  George  Allen  &  Unwin,  1983),  143.  In  this 
book  Leifer  argued  that  Indonesia's  foreign  policy  is 
shaped  by  two  contradictory  national  outlooks,  namely 
"regional  entitlement"  and  "vulnerability".  He  argued 
that  because  of  its  size  and  revolutionary  past  Indonesia 
feels  that  it  is  entitled  to  play  a  leading  role  in  the  re- 
gion. At  the  same  time  Indonesia  feels  vulnerable 
because  of  its  economic  backwardness  and  its  geogra- 
phical make-up  and  heterogenous  population. 
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the  world  that  Indonesia  regards  all  the 
islands  within  its  jurisdiction  and  all  the 
waters  connecting  them  as  indivisible.  This 
principle  is  in  line  with  the  Indonesian  word 
for  motherland,  which  is  tanah  air,  or  land 
and  water. 

Indonesia's  rejection  of  the  1939  Dutch 
ordinance  under  which  each  island  had  its 
own  three-mile  territorial  sea,  and  its  adop- 
tion of  the  Archipelagic  principle,  reflect  the 
country's  determination  to  safeguard  its  sea 
lanes  from  foreign  encroachment.  Control 
of  the  seas  had  once  allowed  the  much 
smaller  Dutch  nation  to  dominate  the  archi- 
pelago. Knowing  that  Indonesia  cannot 
patrol  its  seas  and  safeguard  its  multitude  of 
islands,  successive  Indonesian  governments 
have  sought  to  enforce  the  country's  terri- 
torial integrity  and  security  through  interna- 
tional agreements.  Indonesia  has  sought  re- 
cognition for  its  Archipelagic  outlook  from 
successive  Law  of  the  Sea  Conventions.  At 
the  UN  Conference  on  the  Law  of  the  Sea  in 
April  .1982,  Indonesia's  Archipelagic  status 
was  recognised  by  a  majority  vote,  though 
not  all  the  signatories  have  ratified  the  agree- 
ment. 

Under  the  Archipelagic  principle  all 
waters  within  straight  baselines  connecting 
the  furthest  points  of  the  outermost  islands 
and  drying. reefs  are  treated  a  "internal"  or 
"national"  waters  and  subject  to  Jakarta's 
absolute  sovereignty.  Territorial  waters  of  12 
miles  are  to  be  measured  outward  from  these 
baselines.  The  principle  guarantees  innocent 
passage  of  foreign  vessels  in  the  "internal 
waters"  in  so  far  as  the  passage  does  not  in- 
fringe upon  the  sovereignty  or  security  of  the 
Republic.^ 

^Peter  Polomka,  Ocean  Politics  in  South  East  Asia 
(Singapore:  Institute  of  South  East  Asian  Studies, 
1978),  11. 


Since  the  establishment  of  the  New  Order 
in  1969  the  government  has  also  formulated 
a  national  strategy  or  concept,  known  as  na- 
tional resilience  or  ketahanan  nasional.  Na- 
tional resilience  is  seen  as  the  ability  of  a  na- 
tion to  resist  and  survive  any  kind  of 
challenges  to  its  ways  of  life.  Its  basic  ingre- 
dients are  clearly  a  strong  sense  of  national- 
ism, self-confidence,  and  self-reliance.  Na- 
tional resilience  is  regarded  as  both  a  means 
and  an  end.  Through  national  resilience  In- 
donesia can  face  both  internal  and  external 
challenges  without  losing  its  independence, 
national  unity  or  its  distinctive  identity.  At 
the  same  time  the  country's  economic  and 
political  development  is  aimed  at  increasing 
Indonesia's  national  resilience.  This  concept 
reflects  the  national  belief  in  the  right  and 
responsibility  of  the  nation  to  shape  its  own 
destiny,  rejecting  the  notion  that  developing 
countries  are  mere  pawns  in  the  international 
power  game. 

Indonesian  leaders  have  also  always  been 
conscious  of  the  close  link  between  the  coun- 
try's strategic  environment  and  its  own  well- 
being.  A  hostile  regional  environment  can 
threaten  the  country's  unity  and  indepen- 
dence, while  conversely  a  peaceful  and 
friendly  neighbourhood  can  facilitate  Indo- 
nesia's national  development.  At  the  same 
time,  because  of  its  size  and  strategic  loca- 
tion Indonesia  also  believes  that  its  own  be- 
haviour in  and  towards  the  region  can  affect 
regional  stability.  Therefore,  Indonesia  must 
actively  take  part  in  the  development  of  a 
peaceful  and  stable  regional  order. 

With  specific  regard  to  ASEAN,  Indone- 
sia has  projected  its  own  doctrine  of  national 
resilience  as  the  basis  for  the  development  of 
regional  resilience.  This  means  that  each 
ASEAN  country  should  seek  to  ensure  its 
own  security  and  stability,  and  through  close 
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cooperation  with  each  other  they  can  de- 
velop a  stable  regional  order  of  their  own 
making  and  based  on  their  own  strength.  In 
other  words  Indonesia  wishes  the  countries 
in  the  region  to  have  the  same  measures  of 
nationalism  and  confidence  in  their  own 
ability  to  preserve  their  independence  and 
Ways  of  life,  instread  of  allowing  external 
power  to  do  this  for  them,  which  in  the  long 
run  will  only  be  counterproductive.  Indone- 
sia, therefore,  supported  and  remains  comit- 
ted  to  the  idea  of  establishing  a  zone  of 
peace,  freedom,  and  neutrality  (ZOPFAN), 
in  Southeast  Asia. 

Indonesia  in  a  Changing  Regional 
and  International  Environment 

Political  Opportunities 

To  Indonesia  foreign  policy  has  basically 
two  major  functions  which  are,  in  fact, 
mutually  reinforcing,  though  at  times  they 
had  seemed  to  be  contradictory  to  each 
other.  The  first  function  is  to  serve  In- 
donesia's domestic  needs.  These  needs  in- 
clude preserving  the  country's  unity  and  in- 
dependence, which  were  particularly  crucial 
in  the  early  days  of  the  republic,  maintaining 
political  stability  and  achieving  economic  de- 
velopment. The  second  function  of  Indone- 
sia's foreign  policy  is  to  project  the  country's 
role  beyond  its  own  national  boundaries. 
Through  memberships  in  various  interna- 
tional forums  Indonesia  seeks  to  transmit  its 
ideas  and  maybe  asserts  some  influence  in 
the  development  of  regional  and  interna- 
tional orders  beneficial  to  itself  and  to  other 
developing  and  less  developed  countries. 
This  activist  international  role  is  enshrined  in 
the  Preamble  to  the  1945  Constitution, 
which  says  that  Indonesia  must  take  part  in 


the  efforts  to  achieve  global  peace  and 
justice. 

Given  Indonesia's  basic  national  out- 
looks as  discussed  above,  the  country's 
responses  to  its  external  environment  has 
always  been  more  dependent  on  its  own  do- 
mestic priorities  than  on  any  outside 
pressures  or  stimulants.  This  is  not  to  say 
that  Indonesia  is  immune  to  happenings  be- 
yond its  national  borders,  for  as  we  have 
seen  above,  this  is  not  the  case.  However, 
history  shows  that  Indonesian  leaders  often 
took  major  foreign  policy  initiatives  which 
contravened  regional  trends,  sometimes  at 
great  cost  to  themselves.  Thus,  at  the  height 
of  the  Cold  War  in  the  fifties  Indonesia  re- 
fused to  abandon  its  free  and  active  foreign 
policy,  and  rejected  the  US  invitation  to  join 
in  a  political-military  alliance  (SEATO) 
against  the  Communist  countries  in  Asia.  In- 
stead, Indonesia  co-founded  the  Non- 
Aligned  Movement  in  1960,  when  at  the  time 
America  regarded  neutralism  in  the  Cold 
War  as  immoral. 

The  prevailing  confrontation  politics  of 
the  Cold  War  in  the  1950s  and  early  1960s 
made  it  extremely  difficult  for  Indonesia  to 
achieve  the  twin  national  objectives  of  na- 
tional independence  and  economic  develop- 
ment.'' Economic  assistance  could  only  be 
obtained  from  the  west,  but  most  of  these 
countries  were  former  colonial  powers  large- 
ly unsympathetic  to  Indonesia's  struggle  to 
achieve  complete  independence  through  the 
incorporation  of  Dutch  controlled  West 
Irian.  Presiden  Soekarno  chose  to  forfeit 
economic  development  and  western  support, 
despite  the  fact  that  western  influence  pre- 
vailed in  the  region.  Although  one  may  dis- 

^See  Franklin  B.  Weinstein,  Indonesian  Foreign 
Policy  and  the  Dilemma  of  Dependence.  From  Sukarno 
to  Suharto  (Ithaca:  Cornell  University  Press,  1976). 
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agree  with  Soekarno's  policy  which  finally 
led  to  economic  chaos,  political  instability 
and  international  isolation,  the  point  to  not 
here  is  the  country's  strong  independent 
streak,  which  makes  it  unafraid  to  some- 
times "go  it  alone"  if  necessary. 

It  is  equally  important  to  remember  that 
the  change  in  Indonesia's  foreign  policy 
under  Soeharto  was  not  the  result  of  inter- 
national pressures,  but  rather  because  of  a 
reorientation  in  Indonesia's  national  priori- 
ties. Learning  from  the  mistakes  committed 
by  the  previous  government,  the  New  Order 
leaders  decided  to  abandon  the  confronta- 
tion against  neo-colonialism  and  imperialism 
in  the  interest  of  economic  development  and 
political  stability.  Thus  overnight,  after  the 
overthrow  of  Soekarno,  Indonesia  trans- 
formed from  a  radical  leftist  country  allied 
with  China  and  at  odd  with  its  non- 
communist  neighbours,  into  an  anti- 
communist  country  with  close  ties  to  the 
west  and  a  co-founder  of  ASEAN.  In  this 
case,  internal  changes  in  Indonesia  had  an 
impact  on  the  Southeast  Asian  regional 
order,  rather  than  the  other  way  around. 

Although  the  New  Order  government 
was  often  accused  by  its  domestic  critics  of 
sometimes  being  too  subservient  to  the  west 
and  of  having  abandoned  Indonesia's  free 
and  active  foreign  policy  principle,  facts 
showed  that  Jakarta  still  refused  to  tailor  its 
external  relations  to  outside  pressures.  Just 
as  Indonesia  had  once  gone  against  the 
American  wish  by  recognising  the  People's 
Republic  of  China  soon  after  it  was  esta- 
blished, Jakarta  also  rejected  Washington's 
lead  in  normalising  relations  with  Beijing 
after  the  former  froze  its  diplomatic  rela-' 
tions  with  China  in  1966.  As  far  as  the  Indo- 
nesian government  was  concerned,  even 
after  the  development  of  close  relations  with 


Washington,  its  relations  with  China  were 
still  primarily  dictated  by  domestic  political 
and  security  considerations.  Indonesia  final- 
ly resumed  diplomatic  relations  with  China 
in  August  1990  after  it  felt  confident  that  the 
benefits  of  such  relations,  particularly  in  the 
economic  field,  would  far  outweigh  any 
possible  domestic  pohtical  costs. 

So  how  would  Indonesia  respond  to  the 
end  of  the  Cold  War  and  the  disappearance 
of  the  Soviet  communist  threat?  More  im- 
portantly, how  would  Indonesia  respond  to 
the  decline  of  US  military  presence  in  the 
region,  and  the  emergence  of  China  and 
Japan  as  the  dominant  regional  powers?  Is 
this  second  question  really  relevant? 

It  must  be  stated  at  the  outset,  that 
though  the  New  Order  government  is 
staunchly  anti-communist  at  home  and  has 
banned  the  Indonsian  Communist  Party 
(PKI),  it  never  really  perceived  the  Soviet 
Union  as  a  threat  to  Indonesia's  national 
security.  UnUke  China,  which  was  regarded 
with  suspicion  notably  because  of  its  earlier 
support  for  the  PKI  and  for  "wars  of  na- 
tional liberation"  in  Southeast  Asia,  and 
because  of  Indonesia's  own  sizeable  Chinese 
minority,  the  USSR  was  seen  as  too  remote 
to  be  of  a  real  threat  to  Indonesia. 

Like  the  rest  of  the  world,  however,  In- 
donesia welcomes  the  end  of  the  Cold  War. 
At  the  geo-political  level  the  reduction  of 
global  tensions  would  make  it  less  likely  for 
smaller  countries  to  become  hostage  to  super 
power  interests  and  conflicts.  This  means 
that  there  is  now  a  much  greater  opportunity 
for  Indonesia  and  all  the  countries  in  the  re- 


■•Sce  Dewi  Fortuna  Anwar,  "Indonesia's  Relations 
with  China  and  Japan:  Images,  Perceptions  and  Reali- 
ties". Contemporary  Southeast  Asia  12,  no.  13  (De- 
cember 1990):  225-246. 
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gion  to  determine  their  own  future,  singly 
and  collectively,  without  being  constantly 
impeded  or  circumscribed  by  the  overarching 
framework  of  the  Cold  War. 

We  have  also  seen  that  detente  between 
the  United  States  and  the  Soviet  Union  and 
rapprochement  between  Moscow  and  Beijing 
had  made  possible  the  withdrawal  of  Viet- 
namese troops  from  Cambodia  and  the  sign- 
ing of  the  Cambodian  peace  settlement  by 
the  four  Cambodian  factions.  Thus,  an  im- 
proved global  political  climate  is  expected  to 
facilitate  the  development  of  regional  peace 
and  cooperation. 

At  the  national  level,  the  end  of  the  Cold 
War  would  effectively  end  the  dilemma  that 
often  faced  the  managers  of  Indonesia's 
foreign  poHcy.  Although  Indonesia's  free 
and  active  foreign  policy  was  not  intended  as 
a  strategy  to  remain  neutral  between  the  two 
conflicting  super  powers,  the  fact  remained 
that  it  was  born  out  of  the  Cold  War  and  was 
usually  judged  in.  terms  of  Cold  War  poli- 
tical ahgnments.  Too  close  a  relation  with 
one  or  the  other  power  bloc  in  pursuit  of 
particular  national  objectives  was  regarded 
as  a  violation  of  Indonesia's  foreign  policy 
principle  and  would  bring  domestic  critic- 
isms against  the  government.  Now  that  the 
constraints  imposed  by  the  Cold  War  no 
longer  exist,  it  would  be  much  easier  for  In- 
donesia to  carry  out  a  truly  free  and  active 
foreign  policy  without  any  danger  of  appear- 
ing to  side  too  closely  to  any  particular 
power  bloc. 

Great  concerns,  however,  have  been  ex- 
pressed throughout  the  ASEAN  region 
about  the  possible  disengagement  of  the 
United  States  from  the  region.  We  often 
hear  talks  about  the  development  of  a  re- 
gional vacuum  in  the  Asia-Pacific  once  the 


American  leave  the  scene,  which  would  even- 
tually be  filled  by  the  remaining  major  Asian 
powers,  notably  by  China  and  Japan.  This 
possibihty  is  often  viewed  with  great  appre- 
hension, as  it  brings  back  the  spectre  of 
Japanese  military  occupation  in  the  region 
and  the  equally  unwelcome  prospect  of 
China's  preponderance,  communist  or 
otherwise.  Another  and  mostly  unarticulated 
fear  amongst  the  smaller  ASEAN  countries 
is  that  the  disappearance  of  the  American 
security  guarantee  would  give  the  bigger  re- 
gional members,  particularly  Indonesia,  a 
free  hand  to  dominate  the  Southeast  Asian 
region.  Thus,  while  professing  commitment 
to  the  ideals  of  ZOPFAN  there  have  been 
frequent  appeals  from  the  ASEAN  countries 
for  the  United  States  not  to  withdraw  totally 
from  this  area. 

Indonesia's  view  regarding  this  issue  is 
slightly  different  from  some  of  the  other 
countries  in  the  region.  Indonesia  has  not 
always  regarded  the  American  role,  parti- 
cularly the  presence  of  American  military 
bases,  in  its  immediate  environment  with  un- 
qualified   approval.    Under  Soekarno, 
western  military  bases  were  considered  to  be 
a  of  much  greater  threat  to  Indonesian 
security  than  Chinese  communism.  This 
view  was  vindicated  when  the  United  States 
gave  some  assistance  to  rebels  against  the 
central  government  during  the  regional  re- 
bellions of  1958-1961.  Once  the.New  Order 
was  established  Indonesia's  perception  of 
threat  changed  dramatically,  for  China  then 
became  the  number  one  external  threat  to 
the  country.  Indonesia's  view  towards  the 
military  bases  softened.  Recognising  that 
some  of  its  new  ASEAN  partners  were 
dependent  on  the  bases,  Indonesia  was  will- 
ing to  accept  their  temporary  presence,  as 
long  as  they  were  never  used  to  subvert 
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neighbouring  countries.  Nevertheless,  Indo- 
nesia has  remained  adamantly  opposed  to 
the  presence  of  foreign  bases  on  its  own  soil. 

Equally  important,  Indonesia  never  feels 
that  it  owes  its  presence  security  and  stability 
to  the  Americans.  The  Indonesian  army, 
supported  by  various  student  and  religious 
organisations  aborted  the  attempted  com- 
munist coup  in  1965  and  the  New  Order 
government  banned  the  PKI,  then  the  third 
largest  communist  party  in  the  world,  pri- 
marily by  their  own  efforts.  There  were  some 
arguments  that  the  non-communist  forces  in 
Indonesia  were  encouraged  by  the  United 
States' s  determined  stand  in  Vietnam,  that 
this  American  commitment  bought  time  for 
the  Indonesian  army  and  its  allies.  This  argu- 
ment ignored  the  fact  that  the  Indonesian  ar- 
my had  long  been  a  deadly  enemy  of  the 
PKI,  and  that  it  was  only  respect  for  Pre- 
sident Soekarno,  who  protected  the  PKI, 
that  prevented  the  army  from  moving 
against  the  PKI  at  an  earlier  period.  Because 
of  its  national  resilience  concept,  and  the 
conviction  that  the  primary  threats  to  Indo- 
nesia's national  security  come  from  within 
which  can  only  be  dealt  with  by  the  Indone- 
sians themselves,  the  question  of  the  possible 
American  withdrawal  from  the  region  has 
not  really  caused  any  heart  burning  in  Jakar- 
ta. 

Despite  this  basically  insular  outlook  re- 
garding its  own  national  security  Indonesia 
shares  the  general  ASEAN  concern  about  re- 
gional security,  particularly  the  security  of 
Southeast  Asia,  Indonesia's  primary  foreign 
policy  interest.  Notwithstanding  its  reserva- 
tions, Indonesia  recognises  the  fact  that  the 
United  States  has  mostly  been  seen  as  a 
stabilising  force  in  the  Asia-Pacific  region, 
whose  presence  gives  many  of  the  regional 
states  a  sense  of  security.  The  United  States 


security  arrangement  with  Japan  has  been 
the  linchpin  of  the  Asia-Pacific  region  order 
since  the  end  of  World  War  II.  This  arrange- 
ment ensured  on  the  one  hand  that  Japan 
would  not  again  become  a  military  power 
and  a  threat  to  other  countries  in  the  region. 
On  the  other  hand  the  American  military 
protection  and  initial  financial  backing  have 
given  Japan  the  opportunity  to  become  an 
economic  super  power  and  to  act  as  the 
motor  for  the  economic  development  of 
other  countries  in  the  region,  including  the 
raw  material- producing  countries  of  South- 
east Asia. 

The  triangular  relations  between  the 
United  States,  Japan  and  ASEAN  have 
largely  succeeded  in  helping  to  maintain 
peace  and  political  stability  and  in  encourag- 
ing economic  development,  the  basic  ingre- 
dient of  this  stabiHty,  in  this  subregion  of 
Southeast  Asia.  The  American  military  pre- 
sence has  also  allowed  its  friends  and  allies  in 
the  region  not  to  worry  too  much  about  their 
external  security  so  that  they  could  devote 
their  resources  and  energy  into  their  internal 
development.  It  is,  therefore,  undertandable 
that  many  countries  in  the  region  become 
agitated  at  the  prospect  of  being  deserted  by 
the  Americans.  ASEAN  moreover  cannot 
but  view  with  increasing  concern  the  current 
trade  war  between  the  United  States  and 
Japan  which  could  lead  to  the  breakdown  of 
the  special  relationships  between  these  two 
countries,  if  allowed  to  continue  unabated. 

Nevertheless,  Indonesia  is  generally  opti- 
mistic about  the  possibility  of  an  emerging 
regional  and  international  pohtical  order 
which  is  more  benevolent  to  the  interests  of 
the  lesser  powers  than  before.  The  fear  that 
the  United  States  would  turn  its  back  on  this 
region,  leaving  it  to  the  mercy  of  the  other 
major  regional  powers  whose  interests  may 
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not  always  be  benign,  is  probably  quite 
groundless.  When  all  is  said  and  done  the 
United  States  remains  a  Pacific  and  a  naval 
power  with  long  term  interests  in  the  region, 
beyond  its  rivalry  with  the  Soviet  Union.  It  is 
hardly  unlikely  that  the  United  States  would 
allow  this  strategic  region,  which  is  rich  in 
natural  resources  and  straddles  important 
sea  lanes  of  communication  (SLOC),  to 
come  under  the  dominance  of  any  other  ma- 
jor power  which  may  be  hostile  to  its  in- 
terest. 

At  the  same  time  one  should  not  com- 
pletely write  Russia  off,  just  because  of  its 
present  domestic  woes.  Russia,  as  the  real 
successor  of  the  Soviet  Union,  will  continue 
to  have  long  term  interests  in  the  Asia- 
Pacific  region.  Because  of  its  large  Asian  ter- 
ritory Russia  sees  itself  as  much  an  Asian  as 
a  European  power.  Its  economic  relations 
with  this  region,  especially  with  Japan,  have 
grown  in  the  past  years  and  will  continue  to 
grow.  With  the  collapse  of  communism,  and 
the  new  close  relations  between  Moscow  and 
Washington  and  its  allies,  one  may  hope  to 
see  Russia  develop  into  a  benign  power  in  the 
Asia-Pacific  region.^  Like  the  United  States, 
it  is  unlikely  that  Russia  would  welcome  the 
prospect  of  a  Japanese  or  Chinese  hege- 
mony. 

Although  some  concerns  have  been  ex- 
pressed in  Indonesia  about  the  possible  re- 
militarisation of  Japan  and  more  particular- 
ly about  the  country's  economic  dependence 
on  Japan,  there  is  no  real  fear  in  Indonesia 
that  Japan  would  again  try  to  impose  poli- 
tical and  military  dominance  in  Southeast 
Asia.  One  would  certainly  remember  that 


See  Eduard  Grebenshchikov,  "Place  in  the  Sun", 
the  5th  Column,  Far  Eastern  Economic  Review  (13 
February  1992):  24. 


Japan  invaded  the  region  because  it  could 
not  get  access  to  the  raw  materials  it  badly 
needed,  as  these  were  controlled  by  western 
colonial  powers.  Now  Japanese  finance  and 
technology  hold  sway  over  the  whole  region, 
and  Southeast  Asian  countries  compete  with 
each  other  in  trying  to  sell  their  exports  to 
Japan.  The  fear  now  is  not  of  Japan  being 
denied  access  to"  vital  raw  materials,  but  of 
producing  countries  being  barred  from 
entering  the  Japanese  market. 

Japan  could  of  course  be  provoked  into 
using  force  if  countries  controlling  the 
SLOC  suddenly  decide  to  prevent  the 
passage  of  Japanese  shipping.  But  given  the 
economic  dependence  of  these  countries,  not 
least  Indonesia,  on  Japan  and  their  basically 
symbiotic  relations  with  each  other  such  pro- 
vocative actions  seem  to  be  unlikely.  Unless 
Indonesia's  relations  with  Japan  become  too 
asymmetrical,  in  which  case  there  may  be 
some  temptation  in  Jakarta  to  use  its  control 
of  the  SLOCs  as  a  leverage  in  its  bargaining 
with  Tokyo,  both  Indonesia  and  Japan 
should  be  aware  of  the  danger  of  this  situa- 
tion and  take  early  measures  to  prevent  the 
rise  of  such  a  crisis  in  their  bilateral  rela- 
tions. 

Indonesia's  fear  of  China  has  mostly 
been  internally  based.  Indonesia  never 
seriously  considered  the  possibility  of  a  phy- 
sical attack  from  the  People's  Republic  of 
China.  Jakarta's  main  concern  was  China's 
ability  to  incite  subversive  activities  amongst 
the  Indonesian  population  against  the 
government.  Now  that  the  international  ap- 
peal of  communism  has  declined,  and  the  In- 
donesian government  itself  has  succeeded  in 
addressing  some  of  the  major  economic  pro- 
blems which  could  be  exploited  by  com- 
munist sympathizers,  fear  of  China  has 
greatly  receded,  though  some  suspicions  re- 
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main. 

Instead  of  an  emerging  Japanese  or 
Chinese  hegemony,  one  would  be  more  like- 
ly to  see  the  development  of  a  new  multi- 
polarity  characterised  by  interlocking  bila- 
teral arrangements  between  the  four  major 
powers.  Each  set  of  bilateral  relations  would 
be  distinct  from  the  others,  and  no  single 
power  would  be  in  a  dominating  position. 
There  is  of  course  a  possibility  of  a  collusion 
of  interests  amongst  the  major  powers  which 
can  pose  a  new  threat  to  the  smaller  coun- 
tries in  the  region.  However,  given  the  pre- 
vaihng  national  interests  of  each  major 
power  and  their  unique  interests  and  outlook 
towards  countries  in  this  area,  one  should 
not  be  unduly  afraid  of  such  a  possibility. 
Smaller  countries  in  the  region  can  now  de- 
velop their  own  ties  with  each  of  the  major 
powers  without  having  to  be  afraid  of  incur- 
ring the  wrath  of  one  or  more  other  powers. 
This  situation  will  give  a  much  greater  scope 
than  before  for  the  lesser  powers  to  play  an 
active  role  in  the  wider  Asia-Pacific  regional 
affairs. 

The  concerns  expressed  by  some  smaller 
countries  about  the  possibility  of  their  being 
attacked  or  dominated  by  some  of  the  bigger 
states  in  the  region  once  the  American  mili- 
tary protection  is  removed,  is  also  basically 
groundless.  The  international  climate  has 
greatly  changed  from  the  anarchical  situa- 
tion of  the  pre-world  war  period.  Although 
the  international  system  is  still  dominated  by 
sovereign  states,  each  pursuing  its  own  na- 
tional interests  which  can  often  lead  to  inter- 
national conflicts,  there  is  now  a  growing 
awareness  of  the  importance  of  interde- 
pendence amongst  nations.  World  politics  is 
no  longer  seen  as  a  zero-sum  game,  but  as  a 
positive  sum  game  in  which,  through 
regional   and   international  cooperation. 


everyone  can  benefit. 

International  tolerance  for  hegemoriic 
behaviour  has  also  greatly  diminished,  as  the 
Vietnamese  invasion  of  Cambodia  and 
Iraq's  occupation  of  Kuwait  demonstrated. 
The  international  community,  under  a  revi- 
talised United  Nations,  are  increasingly  will- 
ing to  act  together  to  oppose  such  aggres- 
sions. No  country  can  now  behave  aggres- 
sively towards  another  with  impunity  with- 
out inviting  international  sanctions.  Of  even 
greater  importance,  the  great  powers  are 
now  able  and  willing  to  cooperate  in  oppos- 
ing hegemonic  actions  carried  out  by  re- 
gional powers,  as  demonstrated  in  the  recent 
Gulf  War,  instead  of  seeing  in  regional  con- 
flicts opportunities  for  advancing  its  own 
different  geo-political  interests.  This  new  in- 
ternational reality  should  give  pause  to  any 
would-be  regional  bully. 

It  is  also  important  to  remember  that 
most  of  the  countries  in  this  region  are  no 
longer  the  same  as  those  that  emerged  from 
the  debilitating  effects  of  colonialism  and 
Japanese  occupation.  Instead  of  being  weak 
and  backward,  isolated  from  each  other  and 
the  rest  of  the  international  community, 
ASEAN  countries  in  particular  have  de- 
veloped into  fairly  stable  and  prosperous  en- 
tities with  a  strong  tradition  of  close  coope- 
ration with  each  other.  Equally  important, 
singly  and  together,  these  countries  have  be- 
come significant  international  players,  with 
access  to  various  international  bodies  and 
gatherings.  These  newfound  strengths  and 
abilities  should  give  the  ASEAN  countries 
the  confidence  to  meet  any  new  regional 
challenges  and  seize  any  new  opportunities 
that  may  come  their  way,  instead  of  con- 
stantly relying  on  an  external  patron  for 
guidance  and  protection. 
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The  ending  of  the  Cold  War  is,  therefore, 
mostly  perceived  by  Indonesia  as  offering  a 
long  awaited  opportunity  for  countries  in 
Southeast  Asia  to  develop  a  regional  order 
based  on  their  own  design  and  strength,  and 
to  restructure  their  relations  with  the  major 
external  powers  on  a  more  equitable  basis. 
The  changing  international  political  situa- 
tion has  only  reinforced  Indonesia's  commit- 
ment to  a  free  and  active  foreign  policy.  In- 
donesia also  continues  to  believe  in  the  ef- 
ficacy of  the  national  resilience  concept  as 
the  foundation  for  a  strong  and  stable  na- 
tional life.  This  national  resilience  also 
forms  the  base  for  the  implementation  of  a 
self-assured  and  activist  foreign  policy. 

At  the  regional  level  Jakarta  continues  to 
believe  that  the  development  of  a  regional 
resilience  is  still  the  best  guarantee  for  the 
long  term  stability  and  prosperity  of  South- 
east Asia.  Indonesia,  therefore,  remains 
committed  to  the  idea  of  establishing  ZOP- 
FAN  in  Southeast  Asia.  At  the  first  and  sec- 
ond levels  ZOPFAN  would  ensure  the  conti- 
nuing peaceful  relations  amongst  the 
ASEAN  countries,  and  the  development  of 
friendly  relations  between  ASEAN  and  the 
other  countries  in  Southeast  Asia.  At  the 
third  level,  now  is  probably  the  right  time  for 
ASEAN  to  seek  the  major  powers'  concur- 
rence and  assistance  to  develop  the  ASEAN 
countries'  capability  for  maintaining  re- 
gional security,  especially  its  own  sea  lanes 
of  communication.  Through  the  establish- 
ment of  ZOPFAN  Southeast  Asia  can  ensure 
that  the  presence  of  major  external  powers 
with  legitimate  interests  in  this  region  would 
not  subvert  the  interests  of  the  regional 
members. 

Indonesia  is  fully  conscious,  however, 
that  the  end  of  the  super  power  rivalry  does 
not  automatically  eliminate  all  tensions  and 


conflicts  in  the  Asia-Pacific  region.  Though 
the  Cold  War  could  exacerbate  regional  con- 
flicts, particularly  if  parties  to  the  conflicts 
appealed  for  help  to  one  or  the  other  of  the 
power  bloc,  most  of  the  conflicts,  past  and 
potential,  are  basically  indigenous.  These  in- 
clude territorial  disputes,  such  as  over  the 
Spratly  and  Paracell  islands  in  the  South 
China  Seas,  and  between  Malaysia  and  the 
Philippines  over  Sabah.  Historical  suspi- 
cions between  neighbouring  countries  which 
had  once  gone  to  wars  against  each  other 
may  resurface.  The  policy  of  a  particular 
government  towards  its  ethnic  minorities, 
who  may  be  forced  to  seek  sanctuary  in 
neighbouring  countries,  is  another  possible 
cause  of  conflicts  in  the  region. 

In  purely  national  conflicts,  Indonesia, 
like  the  rest  of  the  ASEAN  countries  adheres 
to  the  piinciple  of  non-interference.  This 
principle  is  considered  necessary  to  preserve 
good  relations  between  states,  especially  be- 
tween those  living  in  close  proximity  to  each 
other.  In  conflicts  involving  several  states, 
however,  Indonesia  believes  in  the  needs  for 
regional  and  international  negotiations. 

Where  Indonesia  itself  is  not  directly  in- 
volved in  a  dispute,  the  country  sees  an  op- 
portunity for  itself  to  act  as  a  facilitator  or 
an  honest  broker  in  regional  negotiations. 
This  is  in  line  with  the  second  function  of  In- 
donesia's foreign  policy,  namely  to  project 
the  country's  role  beyond  its  national  boun- 
daries and  to  exert  some  beneficial  influence 
in  the  regional  and  international  outcomes. 
This  could  be  seen  from  Indonesia's  hosting 
of  the  Jakarta  Informal  Meeting  (JIM)  in 
1988  and  1989  to  find  solutions  to  the  Cam- 
bodia problems,  and  the  holding  of  the  con- 
ferences on  the  South  China  Seas  in  1991  in 
Bali  and  Bandung,  in  which  China  also  parti- 
cipated. Indonesia  is,  therefore,  likely  going 
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to  play  an  increasingly  active  role,  particu- 
larly in  the  Asia-Pacific  region. 


Economic  Challenges 

Whereas  Indonesia  largely  sees  political 
opportunities  from  the  strategic  regional  and 
international  changes,  the  same  cannot  be 
said  of  the  current  global  economic  trend. 
Great  concerns  have  been  expressed  by  poli- 
tical leaders,  businessmen,  academics,  jour- 
nalists and  other  interested  parties  in  Indo- 
nesia of  the  difficult  time  ahead  for  the 
country  in  the  face  of  increasing  trade  pro- 
tectionism amongst  the  rich  industriahsed 
countries.  The  rise  of  huge  trading  blocs  in 
Europe  and  North  America  will  make  it  even 
more  difficult  for  Indonesia  and  other  coun- 
tries outside  these  blocs  to  sell  their  exports. 

Concerns  have  also  been  expressed  about 
the  increasing  difficulty  that  Indonesia 
would  face  in  obtaining  foreign  aid,  loan 
and  investment.  There  are  now  several  coun- 
tries in  East  Europe  which  demand  the  atten- 
tion of  major  donor  countries.  Assisting  the 
former  Soviet  bloc  countries  is  clearly  of 
much  greater  political  urgency  to  the  western 
economic  powers  to  prevent  anarchy  and  the 
return  of  communism,  as  well  as  to  prevent 
the  flood  of  economic  refugees  to  Western 
Europe.  Competition  for  international 
financing  will,  therefore,  become  increasing- 
ly fierce. 

This  may  be  seen  as  the  down-side  of  the 
ending  of  the  Cold  War  to  Indonesia.  At  the 
height  of  the  Cold  War  President  Soekarno 
was  able  to  play  one  super  power  against 
another  to  assist  Indonesia  in  reclaiming 
West  Irian.  Later  President  Soeharto  and  the 
New  Order  earned  the  gratitude  of  Washing- 


ton for  defeating  the  communists.  To  ensure 
that  the  communist  threat  would  not  recur 
and  that  Indonesia  would  become  a  stable 
country  at  peace  with  its  non-communist 
neighbours,  Washington  mobilised  an  inter- 
national rescue  operation  of  the  Indonesian 
economy  through  the  creation  of  the  Inter- 
Governmental  Group  on  Indonesia  (IGGI) 
in  1967.^  Now  that  the  communist  threat  has 
all  but  disappeared  and  former  western 
adversaries  have  turned  into  new  allies,  the 
strategic  thinking  behind  western  aid  to  In- 
donesia has  also  lost  some  of  its  relevance. 

The  growing  international  campaign  for 
human  rights  in  the  west,  and  the  linking  of 
human  right  issues  to  aid  given  to  developing 
countries,  also  pose  a  new  challenge  to  In- 
donesia. While  before  the  United  States  and 
its  allies  often  turned  a  blind  eye  to  human 
right  abuses  in  countries  deemed  as  stra- 
tegically important,  as  long  as  the  latter 
governments  were  anti-communists,  now  the 
situation  is  very  different.  There  is  now  no 
longer  a  communist  card  to  be  played,  and 
donor  countries  are  now  more  likely  to  pick 
and  choose  to  whom  they  wish  to  give  finan- 
cial assistance. 

While  Indonesia  has  mostly  stood  aloof 
from  or  even  resisted  external  political 
pressures  or  stimulants,  its  domestic  and 
foreign  policies  have  been  much  less  immune 
to  international  economic  conditions.  This  is 
especially  true  under  the  present  New  Order 
government  which  has  made  economic 
development,  political  stability  and  the  im- 
provement of  the  people's  living  standard  as 
its  primary  national  goals.  At  the  beginning 
of  the  New  Order  the  need  to  obtain  capital 
and  technology  to  rehabilitate  Indonesia's 


*IGGI  has  been  replaced  by  the  Consultative  Group 
on  Indonesia  (CGI)  since  March  1992. 
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economy  and  generate  its  growth  led  to  a 
drastic  re- orientation  in  Indonesia's  foreign 
policy.  Indonesia  mostly  shunned  com- 
munist countries  not  only  because  of  the 
possible  political  risks  of  close  involvement 
with  them,  but  also  because  these  countries 
had  little  to  offer  to  Indonesia's  economic 
development.  In  contrast,  Jakarta  developed 
close  relations  with  major  western  economic 
powers  and  Japan,  countries  that  could  pro- 
vide Indonesia  with  both  financial  assistance 
and  technological  know-how. 

In  the  1980s  rising  economic  protection- 
ism amongst  the  developed  economies  and 
fear  that  Indonesia  was  becoming  too  de- 
pendent on  a  few  markets,  especially  on 
Japan,  persuaded  Jakarta  to  search  for  new 
markets  in  Eastern  Europe  and  diversify  its 
trading  relations.  Indonesia's  relations  with 
the  Soviet  Union  and  the  Warsaw  Pact  coun- 
tries improved  considerably,  culminating  in 
a  state  visit  by  President  Soeharto  to 
Moscow  in  the  late  1980s  and  the  signing  of  a 
trade  agreement  between  Indonesia  and  the 
Soviet  Union.  The  need  for  new  markets  for 
Indonesia's  exports  also  eventually  changed 
Indonesia's  attitude  towards  China,  which 
Washington-Beijing  earlier  rapprochement 
had  failed  to  do.  Following  the  examples  of 
its  ASEAN  partners  which  were  quick  to 
take  advantage  of  China's  four  modernisa- 
tions, the  Indonesian  government  allowed 
the  private  sector  to  carry  out  direct  trading 
with  China  as  of  1985.  After  being  assured 
that  China  would  not  intervene  in  Indone- 
sian domestic  affairs,  Jakarta  finally  nor- 
malised relations  with  Beijing  in  August 
1990.  From  that  time  ecohomic  and  cultural 
relations  between  these  two  countries  have 
developed  at  a  rapid  pace. 

The  economic  challenges  now  faced  by 
Indonesia  and  the  other  developing  countries 


have  also  led  Indonesia  to  pay  more  atten- 
tion to  its  relations  with  countries  in  Asia, 
Africa  and  Latin  America,  such  as  through 
the  Non-Aligned  Movement,  Group  77  and 
Group  15.  For  a  number  of  years  the  New 
Order  government  had  tended  to  neglect  this 
aspect  of  Indonesia's  foreign  policy  which 
had  once  dominated  the  country's  national 
life.  The  New  Order's  external  relations  were 
primarily  geared  towards  the  developed 
countries  in  the  interests  of  its  economic  de- 
velopment. Indonesia  that  was  once  a 
leading  champion  of  the  Newly  Emerging 
Forces  (NEFOS)  under  Soekarno,  began  to 
lose  its  special  place  in  the  Non-Aligned 
Movement  and  Third  World  gatherings. 

In  recent  years,  however,  Indonesian 
government  officials  increasingly  began  to 
stress  the  danger  of  the  widening  economic 
gap  betv.'^en  a  few  powerful  and  rich  in- 
dustrialised countries  and  the  majority  of 
poor  developing  nations.  President  Soeharto 
talks  about  the  looming  economic  conflict 
between  the  "North"  and  the  "South" 
which  is  now  replacing  the  super  power  con- 
flict. Thi.s  rhetoric  brings  back  memories  of 
Soekarno's  time.  The  first  president  declared 
that  the  real  danger  to  world  peace  was  not 
the  conflict  between  capitalism  and  com- 
munism, but  the  inequality  that  existed  be- 
tween the  Old  Established  Forces 
(OLDEFOS)  of  western  industrialised  coun- 
tries and  the  newly  independent  countries  in 
Asia  and  Africa  (NEFOS).  The  difference  is 
that  while  Soekarno  called  to  the  NEFOS  to 
confront  the  OLDEFOS,  Soeharto,  in  line 
with  his  moderate  and  conciliatory  ap- 
proach, stresses  the  need  for  dialogues  and 
cooperation  between  the  "North"  and  the 
"South". 

Indonesia  is  now  taking  an  active  part  in 
the  general  efforts  to  create  a  new  world  eco- 
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nomic  order.  Equally  urged  by  the  need  to 
win  more  supporters  for  Indonesia's  policy 
in  East  Timor,  from  the  mid-1980s  the 
government  again  started  to  pay  more  atten- 
tion to  the  Non-Aligned  Movement  (NAM). 
For  the  first  time  in  its  history  Indonesia 
won  the  chairmanship  of  the  movement  for 
the  1992-1995  period.  Indonesia  hosted  the 
NAM  summit  meeting  in  September  this 
year.  Now  that  the  Cold  War,  the  main 
raison  d'etre  of  the  movement,  is  over  there 
is  an  urgent  need  for  the  NAM  to  redefine  its 
role.  The  Indonesian  government  has  made 
it  clear  that  it  will  help  to  transform  the 
movement  into  a  social-economic  forum  for 
developing  countries,  or  a  forum  for 
"South-South"  cooperation.  It  is  hoped  that 
the  continuing  existence  of  NAM  and  the  re- 
definition of  its  role  will  help  to  empower  its 
members  and  improve  their  bargaining  posi- 
tion vis-S-vis  the  developed  world. 

The  current  economic  challenges  have 
also  forced  the  Indonesian  government  to 
pay  more  serious  attention  to  ASEAN  eco- 
nomic cooperation.  This  can  be  seen  from 
the  recent  ASEAN  Summit  Meeting  in  Singa- 
pore, on  27-28  January.  In  the  past  In- 
donesia had  tended  to  ignore  the  importance 
of  intra-ASEAN  trade,  since  most  of  its 
trading  relations  were  with  the  major  in- 
dustrialised countries.  After  opposing  an 
ASEAN  Free  Trade  Area  (AFTA)  since  it 
was  first  proposed  before  the  Bali  Summit  in 
1976,  President  Soeharto  finally  agreed  to 
the  establishment  of  AFTA  in  Singapore 
Summit. 

Indonesia  still  has  some  major  reserva- 
tions about  the  AFTA  plan,  afraid  that  its 
industries  would  be  killed  by  ASEAN  im- 
ports. Indonesia,  therefore,  proposed  that 
AFTA  would  only  take  place  after  15  years, 
through  the  gradual  implementation  of  a 


Common  Effective  Preferential  Tariff 
(CEPT).  Nevertheless,  the  fact  that  In- 
donesia agreed  at  all  to  the  AFTA  principle 
reflects  a  sea  change  in  the  country's  external 
economic  attitude.  Realising  that  Indonesia 
can  no  longer  wholly  rely  on  its  traditional 
markets,  the  government  is  now  willing  to 
look  at  the  one  closer  to  home,  which  entails 
some  sacrifices  on  its  part  through  the  open- 
ing of  its  own  market.  Closer  ASEAN  eco- 
nomic cooperation  is  also  considered  to  be 
increasingly  necessary  to  make  the  region 
more  attractive  to  foreign  investors. 

The  same  considerations  has  led  Indone- 
sia earlier  to  work  together  with  Singapore  in 
developing  the  island  of  Batam  into  a  special 
economic  zone,  operated  by  an  autonomous 
Batam  authority.  Here  the  government  re- 
laxed its  rigid  investment  laws  and  regula- 
tions, allowing  foreign  investors  a  much 
freer  hand  to  open  and  own  their  businesses. 
The  success  of  Batam  has  encouraged  the  In- 
donesian government  to  open  the  neighbour- 
ing island  of  Bintan  to  be  developed  the 
same  way.  Despite  the  preponderant  eco- 
nomic role  of  Singapore  which  greatly  re- 
duces Jakarta's  authority  over  these  two 
islands,  the  Indonesian  government  it  willing 
to  shoulder  these  political  costs  in  order  to 
win  substantial  economic  gains  from  the  ar- 
rangement. This  reflects  a  softening  in  In- 
donesia's attitude  towards  foreign  invest- 
ment, at  least  in  a  small  part  of  the  country. 
Indonesian  laws  forbid  foreigners  from  own- 
ing majority  shares  in  companies  established 
in  the  rest  of  the  country. 

Indonesia  also  has  to  respond  to  the 
possible  reduction  in  foreign  financial 
assistance.  Although  the  government  con- 
stantly claims  that  foreign  economic 
assistance  only  provides  supplementary  fun- 
ding to  Indonesia's  development,  the  fact  re- 
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mains  that  the  Indonesian  economy  has  been 
heavily  dependent  on  foreign  loans  and  aid. 
In  fact,  in  the  fourth  and  the  first  three  years 
of  the  current  fifth  Five  Year  Plan  (FYP), 
the  share  of  foreign  assistance  in  financing 
Indonesia's  development  was  57  per  cent  and 
56  per  cent  respectively.  During  the  second 
and  the  third  FYP  the  figures  was  only  36 
per  cent  and  30  per  cent  respectively.  The 
decline  in  Indonesia's  ability  to  provide  local 
financing  for  its  development  was  caused  by 
the  fall  in  oil  prices.  About  30  per  cent  of  In- 
donesia's debt  comes  from  Japan. ^ 

Now  that  it  will  be  more  difficult  to  get 
international  financing,  for  reasons  already 
discussed  above,  Indonesia  will  have  to  rely 
more  and  more  on  its  own  resources.  A  fore- 
taste of  the  trouble  that  lies  ahead  has 
already  been  demonstrated  by  the  reaction 
of  several  IGGI  countries  to  the  12  Novem- 
ber incident  in  Dili,  East  Timor,  when  troops 
opened  fire  on  a  line  of  mourners  sym- 
pathetic to  an  independent  East  Timor. 
During  the  incident  about  50  civilians  were 
killed  and  many  more  were  wounded  or 
missing.  The  Netherlands,  which  since  its 
foundation  in  1967  has  been  the  chairman  of 
the  IGGI,  Canada  and  Sweden  announced 
soon  after  the  incident  that  they  would  not 
give  any  new  economic  assistance  to  Indone- 
sia, without  even  waiting  for  the  result  of  the 
National  Investigating  Team  appointed  to 
look  into  the  incident.  Strong  reactions  have 
also  been  heard  in  Australia  and  in  the 
United  States  Congress. 

President  Soeharto  immediately  res- 
ponded by  rejecting  any  attempts  to  link 
foreign  economic  assistance  to  political  con- 
ditions. While  the  Indonesian  government 


'See  World  Bank  and  World  Development  Reports, 
1991. 


deeply  regrets  the  Dili  incident,  which  was 
not  based  on  any  government  order,  and 
while  it  has  promised  to  remedy  the  situation 
in  East  Timor  and  take  suitable  measures 
against  those  responsible  for  the  killing,  Ja- 
karta cannot  accept  demands  from  foreign 
powers  to  modify  its  internal  policy.  Such 
acts  are  seen  as  attempts  to  interfere  in  In- 
donesia's domestic  affairs.  The  President 
announced  that  Indonesia  would  not  accept 
any  foreign  assistance  with  political  strings 
attached,  a  decision  applauded  by  the  Indo- 
nesian general  public. 

Although  Indonesia  has  moved  away 
from  the  radical  Soekarno  period  which 
once  told  Washington  to  "go  to  hell  with  its 
aid",  the  present  national  response  to  exter- 
nal economic  pressures  still  displays  deep- 
seated  nationalism.  The  government  has  told 
the  nation  'hat  the  country  will  be  facing 
tough  times  ahead  and  that  Indonesia  must 
learn  to  be  more  self-sufficient  in  its  eco- 
nomic development. 

The  1992/1993  budget  shows  the  govern- 
ment seriousness  in  attempting  to  reduce  its 
dependence  on  foreign  economic  assistance 
and  of  increasing  its  reliance  on  domestic 
capability.  Unlike  the  time  when  Indonesia 
could  rely  on  large  amounts  of  petro-dollars 
and  international  financing  so  that  the  go- 
vernment hardly  tapped  the  people's  own 
economic  potential,  now  taxation  plays  an 
increasingly  important  role.  The  government 
has  also  encouraged  the  growth  of  the 
private  sector  through  the  de-regulation  and 
de-bureaucratisation  of  the  economy.  None- 
theless foreign  assistance  still  makes  up 
about  42  per  cent  of  the  total  current  govern- 
ment spending. 

The  government's  decisions  to  reduce  In- 
donesia's dependence  on  foreign  economic 
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assistance,  and  its  concurrent  decision  to  in- 
crease taxes  have  generally  received  positive 
responses,  because  of  two  main  factors. 
Firstly,  there  have  been  increasing  concerns 
about  the  size  of  Indonesia's  foreign  debt. 
Indonesia  has  become  the  world's  fifth 
largest  debtor  nation  and  its  debt  service  ab- 
sorbs about  47  per  cent  of  routine  govern- 
ment spending.  The  government  has  been  ac- 
cused of  mortgaging  the  future  to  achieve  its 
present  economic  targets.  International 
pressures  that  are  now  forcing  Indonesia  to 
borrow  less  and  to  rely  more  on  its  own  re- 
sources are,  therefore,  sometimes  seen  as  a 
blessing  in  disguise.  The  decline  in  the  avail- 
ability of  easy  cash  has  also  forced  the  go- 
vernment to  streamline  its  operation  and  to 
fight  against  corruption  and  inefficiency. 
Measures  have  also  been  taken  lo  slow  down 
the  developmental  effort  because  of  some 
"overheating"  caused  by  too  much  borrow- 
ing of  expensive  capital,  especially  by  the 
private  sector.  Although  this  means  a  slower 
economic  growth,  in  the  long  run  this  situa- 
tion will  be  healthier  for  the  Indonesian  eco- 
nomy. 

Secondly,  the  government's  increasing 
dependence  on  domestic  taxation  is  also  ex- 
pected to  have  positive  political  conse- 
quences, notwithstanding  the  economic 
hardship  that  it  would  cause.  The  peoples 
are  no  longer  simple  recipients  of  the  govern- 
ment's largesse  as  in  the  hey-day  of  the  oil 
boom.  Instead,  they  are  now  tax- payers, 
with  all  the  connotations  that  the  words  en- 
tail. As  tax-payers  the  people  will  want  to 
know  how  their  money  is  spent  and  the  go- 
vernment will  have  to  account  for  its  actions, 
much  more  than  it  has  done  in  the  past.  The 
general  public  will  also  increase  its  demands 
for  political  participation,  both  in  for- 
mulating and  implementing  policies.  In 


short,  the  government  will  have  to  respond 
to  increasing  demands  for  democratisation, 
both  in  the  political  and  the  economic  fields, 
demands  accelerated  by  the  increases  in  the 
people's  stake  in  the  national  development. 

So  far  there  are  signs  that  the  govern- 
ment is  responsive  to  these  demands.  For  in- 
stance, the  Minister  of  Interior,  Rudini,  has 
often  publicly  declared  that  the  time  for 
stressing  a  purely  security  approach  in  the  in- 
terest of  political  stability  has  come  to  an 
end.  The  minister  argues  that  the  govern- 
ment should  now  implement  what  he  calls  a 
"prosperity  approach",  which  would  allow 
the  people  more  say  in  the  running  of  their 
lives.  President  Soeharto  also  talks  about  the 
need  for  keterbukaan,  or  openness.  None- 
theless there  arc  still  words  of  caution, 
especially  from  the  army,  about  the  danger 
of  precipitate  changes  in  Indonesia's  domes- 
tic politics,  which  may  lead  to  turbulence 
and  disintegration. 

The  disintegration  of  the  Soviet  Union 
and  the  Civil  War  in  Yugoslavia  have  heigh- 
tened the  government's  sensitivity  about  cen- 
trifugal tendencies  in  Indonesia.  These  ten- 
dencies would  be  exacerbated  if  the  regions 
perceive  the  central  government  as  being  too 
dominant  and  unresponsive  to  their  local 
needs  and  aspirations.  Thus,  while  remain- 
ing firm  on  the  issue  of  the  unitary  system  of 
government  and  the  need  to  maintain  poli- 
tical stability,  the  central  government  has 
also  tried  to  give  greater  autonomy  to  the  re- 
gions, particularly  at  the  district  level. 

The  government  is  also  very  conscious  of 
the  fact  that  discrepancies  in  the  distribution 
of  economic  benefits  between  regions  and 
between  ethnic  groups  can  lead  to  regional 
dissatisfactions,  endangering  Indonesian  na- 
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tional  unity.  Therefore,  measures  are  now 
being  taken  to  bring  more  economic  develop- 
ment to  the  eastern  part  of  Indonesia.  East 
Indonesia  has  lagged  far  behind  the  western 
part  of  the  country  in  all  aspects  of  its  eco- 
nomic and  social  life.  Investors  have  been 
reluctant  to  put  their  money  in  the  eastern 
part  of  the  country  because  of  the  limited  in- 
frastructure and  the  lack  of  educated  and 
skilled  personnel.  For  instance  from  1989  to 
1990  only  3.9  per  cent  of  the  total  domestic 
investment  was  located  in  Eastern  Indonesia, 
and  only  2  per  cent  of  foreign  mvestment. 

This  neglect  of  Eastern  Indonesia  has  im- 
portant political  and  economic  ramifica- 
tions, for  regional  differences  are  com- 
pounded by  ethnic  differences.  While 
people  in  Western  Indonesia  are  of  Malay 
stock,  the  eastern  part  of  the  country  is 
mostly  populated  by  Melanesians,  who  also 
live  in  Papua  New  Guinea  and  the  islands  of 
South  West  Pacific.  The  rise  in  Melanesian 
brotherhood  movement  and  various  expres- 
sions of  dissatisfaction  with  the  central  go- 
vernment, and  finally  the  spectacle  of  the 
crumbling  Soviet  Empire,  have  given  a  new 
urgency  to  the  government's  development 
drive  in  Eastern  Indonesia. 

Major  changes  in  the  regional  and  inter- 
national environment,  particularly  the  in- 
crease in  trade  protectionism  and  the  dimin- 
ishing availability  of  international  financing 
have,  therefore,  forced  some  important  ad- 
justments in  Indonesia's  foreign  economic 
policy.  Indonesia  no  longer  wholly  relies  on 
the  major  developed  countries  as  its  trading 


"Nota  Keuangan  1990-1991.  Lampiran  Pidato  Kene- 
garaan  Presiden,  16  Agustus  1990  [\99Q)-\99\  Financial 
Note.  A  Supplement  to  the  President's  Independence 
Speech,  16  August  1990]. 


partners.  Jakarta  now  appreciates  the  im- 
portance of  diversifying  its  economic  rela- 
tions, and  of  increasing  its  economic  coope- 
ration within  ASEAN  and  with  other  de- 
veloping countries.  As  the  recent  agreement 
at  the  ASEAN  summit  shows,  there  is  now  a 
greater  willingness  in  Indonesia  to  bear  some 
economic  costs  for  the  sake  of  a  larger 
potential  benefit  in  the  development  of  an 
ASEAN  Free  Trade  Area.  Indonesia  has  also 
become  active  in  various  other  Third  World 
forums  as  a  means  to  accelerate  the  developv- 
ment  of  a  new  international  economic  order 
which  would  be  more  equitable  to  the  de- 
veloping countries.  The  government,  there- 
fore, has  laid  to  rest  the  criticisms  that  it  was 
only  interested  in  fostering  relations  with 
rich  countries,  as  some  Indonesian  national- 
ists had  charged. 

InternnMy,  the  government  has  also  been 
forced  to  make  important  changes  in  its  eco- 
nomic policy  to  adapt  to  the  new  reality  of 
scarce  foreign  economic  assistance.  In  the 
past  the  government  had  often  measured  the 
success  of  Indonesia's  economic  develop- 
ment by  the  amount  of  new  credits  the  coun- 
try obtained  from  the  IGGI.  Year  after  year 
these  credits  grew  in  amount,  justifying  the 
government's  conviction  that  its  economic 
policy  received  the  support  of  the  creditors 
countries.  This  fact  also  meant  that  it  was 
much  more  important  for  the  Indonesian 
government  to  please  the  donor  countries, 
such  as  through  the  prompt  payment  of  its 
debt  service,  than  to  account  for  its  actions 
to  the  general  public  at  home. 

Now  Indonesia  has  to  rely  more  on  its 
own  economic  resources  and  capability.  The 
government  has  to  give  a  much  larger  role  to 
the  private  sector  instead  of  continuing  to 
dominate  most  sectors  of  the  economy.  The 
government  also  has  to  pay  more  attention 
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to  the  wishes  and  aspirations  of  the  people 
who  are  now  paying  increasingly  high  taxes 
to  pay  for  the  salaries  of  government  of- 
ficials and  fund  development  projects.  At 
the  same  time,  there  is  now  a  much  geater 
urgency  for  the  government  to  operate  with 
speed  and  efficiency,  and  to  fight  waste  and 


corruption,  a  drive  that  has  now  seemed  to 
be  officially  embraced.  Therefore,  though 
the  decline  in  foreign  economic  assistance 
will  lead  to  some  economic  hardships,  in  the 
long  run  all  these  measures  taken  to  over- 
come them  should  ultimately  increase  In- 
donesia's national  resihence. 


Indonesia  and 
the  South  China  Sea: 
Interests  and  Policies 


Rizal  Sukma 


Introduction 


F OREIGN  analysts  and  observers  have 
described  the  territorial  disputes  in  the 
South  China  Sea  as  a  new  flashpoint 
of  the  Southeast  Asian  region  in  the  post- 
Cambodian  era.  They  also  believe  that  a  re- 
solution of  the  conflict  would  be  difficult  to 
achieve.  Such  a  description  results  mainly 
from  the  fact  that  the  South  China  Sea  con- 
flict involves  much  more  complicated  issues 
than  the  Cambodian  conflict.  Of  all  the 
issues,  the  sovereignty  issue  is  admittedly  the 
most  difficult  due  to  the  overlapping  claims 
of  China,  Taiwan,  Vietnam,  Malaysia,  the 
Philippines,  and  Brunei. 

In  this  regard,  Indonesia's  involvement 
in  seeking  a  peaceful  settlement  to  the  con- 
flict has  brought  out  curiosity  among  in- 
terested parties  both  abroad  and  at  home. 
Some  studies  and  commentaries  have  tried  to 
explain  the  motives  behind  that  involvement. 
Generally,  they  agree  on  one  conclusion: 
that  the  main  objective  of  Indonesia  by  com- 


mitting itself  to  promoting  a  peaceful 
dialogue  on  the  South  China  Sea  is  that  In- 
donesia is  looking  for  an  issue  on  which  all 
the  ASEAN  states  could  unite.  Furthermore, 
this  is  due  to  the  fact  that  the  Cambodian 
conflict  that  served  this  objective  in  the  past 
has  now  faded  away.' 

Such  an  explanation,  however,  is  not 
satisfactory.  In  addition,  there  have  not  been 
any  specific  studies  on  the  subject.  There- 
fore, this  article  will  examine  the  issue  from 
a  broader  perspective.  To  fully  understand 
Indonesia's  role  in  seeking  a  peaceful  settle- 
ment of  the  conflict  should  be  analyzed 
from:  (a)  recent  developments  in  the  South 
China  Sea;  (b)  the  possible  implications  for 
Indonesia  in  case  of  an  outbreak  of  war  in 
the  area;  (c)  the  possible  impact  of  the 


'For  example,  see  Hurng-yu  Chen,  "The  Prospect 
for  Joint  Development  in  the  South  China  Sea,"  Issues 
&  Studies  27,  no.  12  (December  1991):  1 12-125;  Lee  Lai 
Too,  "The  South  China  Sea  Conflicts  in  the  Post-Cold 
War  Era,"  paper  presented  at  the  Second  Workshop  on 
Managing  Potential  Conflicts  in  the  South  China  Sea, 
Bandung,  Indonesia,  15-18  July  1991,  21. 
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dispute  on  ASEAN  unity;  and  (d)  Indone- 
sia's perception,  attitude  and  policy  on  the 
issue. 

Recent  Developmenrs  in  the  South 
China  Sea 

Since  the  clash  between  China  and  Viet- 
nam in  March  1988,  the  Spratlys  issue  has 
been  regarded  as  a  new  problem  to  be  solved 
by  Southeast  Asian  countries.  In  this  respect, 
the  initiative  taken  by  Indonesia  to  host  the 
f'nsi  Informal  Workshop  on  the  South  China 
Sea  in  Bali  in  1990  was  seen  as  a  good  star- 
ting point  for  a  peaceful  settlement,  even 
though  only  participants  from  ASEAN 
countries  and  Canada  were  involved  in  the 
meeting.  At  the  second  workshop  held  in 
Bandung  in  1991,  the  meeting  included  parti- 
cipants from  China,  Taiwan,  and  Vietnam. 
The  presence  of  the  participants  from  these 
three  countries,  albeit  in  an  informal  capa- 
city, had  strategic  importance  because  they 
all  lay  strong  claims  to  the  area. 

The  Bandung  meeting  concluded  with  all 
parties  agreeing  that  territorial  disputes  in 
the  South  China  Sea  should  be  resolved  by 
peaceful  means.  The  meeting  also  produced 
a  set  of  recommendations  suggesting  that  the 
governments  concerned  "explore  areas  of 
cooperation  in  the  South  China  Sea,  without 
prejudice  to  territorial  and  jurisdictional 
claims."  The  Bandung  meeting  also  sug- 
gested that  "force  should  not  be  used  to  set- 
tle territorial  and  jurisdictional  disputes." 
Therefore,  "parties  involved  in  such  disputes 
are  urged  to  exercise  self-restraint  in  order 
not  to  complicate  the  situation."^ 

^Scc,  for  example,  Lcc  Lai  Too,  "South  China  Sea 
Conflicts,"  28-29. 

^Jakarta  Post,  19  July  1991. 


Along  with  the  informal  peace  efforts, 
the  claimants  have  also  begun  to  show  their 
good  will  in  solving  the  issue  peacefully.  For 
example,  during  his  tour  to  Southeast  Asia 
in  August  1990,  Chinese  Prime  Minister  Li 
Peng  stated  that  "China  is  ready  to  join  ef- 
forts with  Southeast  Asian  countries  to  de- 
velop the  Spratly  Islands  while  putting  aside 
for  the  time  being  the  question  of  soverign- 
ty."'*  Li  Peng  also  promised  that  Beijing 
would  negotiate  with  Hanoi  over  the  Spratlys 
after  relations  between  the  two  countries  are 
normalised.^  Such  a  promise  was  positively 
responded  by  the  Vietnamese  Prime  Minister 
Do  Muoi,  who  stated  that  "the  government 
of  Vietnam  is  pleased  by  the  Chinese  prime 
minister's  statement."^ 

Such  flexible  attitudes  make  the  prospect 
for  a  peaceful  settlement  quite  promising.  So 
far,  many  countries  have  assumed  that  China 
and  Vietnam  are  two  potential  countries  that 
might  trigger  a  military  conflict  in  the  re- 
gion. China  and  Vietnam  were  involved  iii 
two  military  confrontations  in  the  South 
China  Sea,  first  in  1976  when  China  took 
over  the  Paracel  Islands  and  second,  in 
March  1988  when  China  occupied  some 
islands  in  the  Spratlys.  Therefore,  the  ap- 
parent readiness  shown  by  the  two  countries 
to  solve  the  issue  by  peaceful  means  were 
welcomed  by  the  Southeast  Asian  countries. 

However,  such  positive  developments 
have  always  been  characterised  by  the 
"ritual  of  claims  and  counter-claims" 
among  the  contending  parties.  Furthermore, 
some  developments  have  jeopardised  the 
prospective  peace  process.   In  November 

^Bannkok  Post,  14  August  1990. 

^Far  Eastern  Economic  Review  (PEER),  20  August 
1990. 

*lbid. 
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1990,  the  Philippine  Air  Force  performed  a 
military  exercise  to  determine  if  it  could  de- 
fend some  islands  claimed  as  Philippine  ter- 
ritory.^ In  addition,  in  December  1990, 
China  ordered  Vietnam  to  withdraw  its 
forces  from  "the  islands  and  reefs  of  China's 
Nansha  Islands  it  has  illegally  occupied". 
The  warning  was  a  response  to  the  claim 
made  by  Vietnam's  Foreign  Minister  that  the 
Spratly  and  the  neighbouring  Paracel  Islands 
belonged  to  Vietnam. 

In  May  1991,  China  and  Vietnam  were 
again  involved  in  a  series  of  claims  and 
counter-claims.  The  Chinese  newspaper 
China  Youth  News  reported  that  Beijing  had 
decided  to  use  submarines  in  the  South 
China  Sea  to  strengthen  China's  combat 
capability  around  the  Spratlys.'  It  was  also 
reported  that  China's  People's  Liberation 
Army-Navy  (PLA-Navy)  would  initiate  a 
naval  military  exercise  in  the  area.'^  China's 
plan  invited  strong  reactions  from  Vietnam 
and  Malaysia.  Vietnam  condemned  China's 
move  as  "a  violation  against  the  Southeast 
Asian  countries'  will."  Without  referring 
directly  to  China,  Malaysian  Deputy  Prime 
Minister  Ghafar  Baba  warned  Asian  coun- 
tries not  to  perform  military  exercises  in  the 
disputed  area." 

However,  following  the  warning,  Malay- 
sia brought  the  Spratlys  issue  to  the  surface 
again.  In  June  1991,  in  order  to  strengthen 
its  partial  claims  in  the  area,  the  Malaysian 
government  developed  several  tourism  facili- 
ties on  a  tiny  atoll  called  Terumbu  Layang- 

'' Strait  Times,  5  November  1990. 

^Bangkok  Post.  28  December  1990. 

^Antara  (Indonesian  New  Agency),  22  May  1991 . 

^°Suara  Pembaruan,  8  June  1991. 

^^Kompas,  12  June  1991. 


Layang  (Swallow  Reef).  The  move  prompted 
Chinese  President  Yang  Shangkun  to  reas- 
sert Beijing's  "undisputable  sovereignty" 
over  the  entire  Spratly  Islands.'^  In  Septem- 
ber 1991,  Malaysia  persisted  in  its  claims  by 
declaring  that  it  would  build  a  runway  on  the 
atoll  to  speed-up  its  development.  This  time, 
Kuala  Lumpur's  action  was  stronger  than 
before,  since  Malaysian  Defence  Minister 
Datuk  Seri  Najib  Tun  Abdul  Razak  stated 
that  "the  runway,  to  cater  [to]  smaller  mili- 
tary and  light  aircraft,  would  boost  security 
arrangements  on  the  atoll  besides  bringing 
tourism  and  other  economic  benefits."'^ 

During  the  Bandung  workshop  the 
claimants  did  not  restrain  themselves  from 
asserting  their  respective  claims.  For  exam- 
ple, when  announcing  the  decision  to  send  a 
delegation  to  Bandung,  China's  Foreign 
Ministry  Spokesman  Duan  Jin  stated  that 
"the  fact  that  Chinese  experts  will  attend  the 
South  China  Sea  forum  does  not  mean  any 
change  in  China's  position  on  the  issue."''* 
The  same  reassertion  was  also  made  by  the 
Philippines. 

In  the  beginning  of  1992,  the  develop)- 
ments  in  the  South  China  Sea  led  to  an  am- 
biguous situation.  On  the  one  hand,  intense 
bilateral  talks  to  solve  the  disputes  initiated 
by  parties  involved  could  be  seen  as  benefi- 
cial to  the  solutions  of  the  disputes.  On 
January  21,  for  example,  Malaysian  Foreign 
Minister  Ahmad  Badawi  announced  that 
Vietnam  and  Malaysia  agreed  to  cooperate 
in  developing  the  Spratlys,  but  the  coopera- 
tion "would  be  restricted  to  the  overlapping 

Bangkok  Post,  18  June  1991. 

New  Sunday  Times,  1  September  1991. 
^* Jakarta  Post,  12  July  1991. 
"Kompas,  16  July  1991. 
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areas  claimed  by  the  two  countries."  The 
agreement  was  confirmed  when  Vietnam's 
Prime  Minister  Vo  Van  Kiet  visited  Malay- 
sia. He  stated  that  "both  countries  have 
solved  their  territorial  disputes  over  the  area 
where  both  countries  had  overlapping 
claims". 

On  the  other  hand,  such  an  agreement 
has  revived  diplomatic  tension  due  to  the 
strong  reactions  and  protests  from  the  other 
claimants.  In  responding  to  the  Malaysia- 
Vietnam  agreement,  China's  Foreign  Minis- 
try Spokesman  Wu  Jianmin  reiterated  that 
"Beijing  has  irrefutable  sovereignty  over  the 
Nansha  Islands  (the  Spratlys)  and  it  hopes 
that  other  parties  will  refrain  from  doing 
anything   which    could   complicate  the 

1  Q 

issue."  On  January  24,  the  Philippine 
Foreign  Minister  Raul  Manglapus  stated  that 
the  Philippines  will  maintain  a  military  pre- 
sence in  the  Spratly  Islands  even  though 
China  has  claimed  the  area.  Moreover, 
when  visiting  some  islands  that  the  Philip- 
pines occupies,  the  Philippines'  Chief  of 
Armed  Forces  General  Lisandro  Abadia 
stated  that  "we  are  ready  to  fight  if  rival  na- 
tions attacked  the  eight  islands  of  the 
Spratlys  occupied  by  the  Philippine 
troops. 

A  more  serious  threat  to  the  peaceful  set- 
tlement of  the  South  China  Sea  conflict 
arose  at  the  end  of  February  1992.  On  Fe- 
bruary 25,  China  passed  "The  Law  o,f 
People's  Republic  of  China  on  Its  Territorial 
Waters  and  Contiguous  Areas"  (Zhonghua 
Renmin  Gungheguo  Linghai  Ji  Bidaqu  Fa). 

^^Kompas,  22  January  1992. 
^'^Antara,  23  January  1992. 
^^Kompas,  24  January  1992. 

Jakarta  Post,  25  January  1992. 
^°Kompas,  21  February  1992. 


The  law  contains  several  disturbing  articles 
that  could  cause  a  greater  instability  in  the 
region.  Article  2  of  the  law  states  clearly 
that: 

The  land  territory  of  the  People's  Republic  of  China 
includes  the  mainland  of  the  People's  Republic  of 
China  and  its  coastal  islands;  Taiwan  and  all  islands 
appertaining  thereto  including  the  Diaoyu  Islands; 
the  Penghu  Islands;  the  Dongsha  Islands;  the  Xisha 
Islands;  the  Zhongsha  Islands  and  the  Nansha 
Islands;  as  well  as  all  other  islands  belonging  to  the 
People's  Republic  of  China. 

The  waters  on  the  landward  side  of  the  baseline  of 
the  territorial  sea  of  the  People's  Republic  of  China 
constitute  the  internal  waters  of  the  People's  Re- 
public of  China.^' 

This  statement  does  not  contain  any  new 
aspects  because  China  has  always  laid  claim 
to  the  whole  South  China  Sea  as  its  territory. 
What  worries  Southeast  Asian  countries  is 
that  the  law  contains  "the  rule  of  the  game" 
on  how  the  area  would  be  used.  Foreign 
ships  for  non-military  purpose  are  granted 
the  right  of  innocent  passage,  but  article  6 
states  that  "foreign  ships  for  military  pur- 
pose shall  be  subject  to  approval  by  the 
Government  of  the  PRC  for  entering  the  ter- 
ritorial sea  of  the  PRC."^^  The  law  also  says 
that  all  regulations  are  to  be  implemented 
through  the  use  of  military  force,  especially 
in  the  case  of  hot  pursuit.^^ 

Following  the  adoption  of  the  law,  China 
signed  an  oil  exploration  agreement  in  May 
1992  with  the  Colorado-based,  American  oil 
company,  Creston  Energy  Company.'^'*  It 

^'See,  Law  of  the  People's  Republic  of  China  on  the 
Territorial  Sea  and  the  Contiguous  Zone,  the  Legislative 
Affairs  Commission  of  the  Standing  Committee  of  the 
National  People's  Congress  of  the  People's  Republic  of 
China  (1st  ed.  1992),  2. 

^Law  of  the  People's  Republic  of  China,  3 . 

^'See,  article  14,  ibid. 

^*Strait  Times,  19  May  1992. 
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was  also  reported  that  the  Chinese  govern- 
ment has  promised  the  company  that  if 
necessary  it  would  provide  naval  protection 
to  uphold  the  agreement.  According  to 
China,  the  deal  was  a  retaliatory  action  to- 
wards Vietnam,  which  was  suspected  of 
having  occupied  at  least  another  island  in 
the  Spratlys.^^  Two  months  after  the  agree- 
ment, China  was  accused  of  using  its  troops 
to  put  a  territory  marker  on  a  reef  called  Da 
Lac  Reef.^^  More  recently,  China  was  also 
suspected  of  having  occupied  another  isle 
called  Da  Ba  Dau  by  the  Vietnamese. This 
move  was  taken  less  than  one  month  after 
the  third  informal  workshop  on  the  South 
China  Sea  held  in  Yogyakarta,  Indonesia. 

In  addition  to  the  above  developments, 
there  are  three  other  factors  that  may  further 
complicate  the  situation  in  the  SoXith  China 
Sea.  First,  there  is  a  strong  perception 
among  the  Southeast  Asian  leaders,  parti- 
cularly in  the  countries  that  have  claims  over 
the  Spratlys,  that  the  situation  in  the  area  is 
very  explosive  and  could  lead  to  a  military 
confrontation  among  the  claimants.  General 
Hashim  Muhamed  Ali  of  Malaysia,  for 
example,  stated  that  Malaysia  "regards  the 
Spratlys  as  an  area  which  can  give  rise  to 
conflicts  and  can  affect  the  security  situation 
in  the  region.' 

With  regard  to  the  Philippines,  in  spite  of 
the  fact  that  at  the  meeting  with  Singapore's 
Defence  Minister  Yeo  Ning  Hong  in  January 
1992  its  Chief  of  Armed  Forces  General 
Lisandro  Abadia  once  stated  that  "the 
Spratly  Islands  will  never  be  a  source  of  in- 


"F££/?,  4  July  1992. 
^^Soulh  China  Morning  Post,  9  July  1992. 
^''Jakarta  Post,  17  July  1992. 
''■^Jakarta  Post,  25  January  1992. 


stability  in  the  region,"  Manila  is  also  wor- 
ried about  the  future  situation  in  the  South 
China  Sea,  as  reflected  in  the  Philippine 
Foreign  Minister  Raul  Manglapus'  state- 
ment, stating  that  Manila  would  ask  the  US 
to  defend  the  Philippine  navy  if  it  were  at- 
tacked in  the  disputed  islands. 

Even  for  the  countries  that  have  no 
claims  in  the  area,  such  as  Indonesia  and 
Singapore,  the  explosive  situation  in  the 
Spratlys  is  admitted  as  a  potential  threat  to 
the  stability  and  peace  in  Southeast  Asia. 
This  apprehension  can  be  seen  from  their 
respective  foreign  ministers'  statements 
made  in  the  ASEAN-Ministerial  Meeting 
held  recently  in  Manila  in  21-23  July  1992.-" 
It  is  only  China  that  denies  such  a  situation 
exists  in  the  region.  China  has  always  tried  to 
convince  the  Southeast  Asian  countries  that 
Beijing  is  not  a  threat  to  the  region,  and  its 
territorial  claims  in  the  South  China  Sea 
would  not  cause  trouble  in  the  region. 

Second,  China  has  reportedly  been 
strengthening  its  military  capability  in  the 
region.  Since  the  clash  with  Vietnam  in 
March  1988,  several  units  of  the  air  force  of 
the  Northern  Sea  Fleet  have  been  moved  to 
the  area  close  to  the  South  China  Sea.^^  The 
Southern  Sea  and  the  Eastern  Sea  Fleets  bas- 
ed in  Zhanjiang  are  supported  by  two 
squadrons  of  escort  ships,  one  squadron  of 
mine  sweepers,  one  squadron  of  amphibies, 
320  patrol  boats  and  coastal  battleships,  and 


^^Kompas,  12  January  1992. 

^°Kompas,  14  April  1992. 

Jakarta  Post,  23  July  1992. 

■'^Tai  Ming  Cheung,  Growth  of  Chinese  Naval 
Powe/- (Singapore:  ISEAS,  1990),  32. 
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one  brigade  of  marines. In  addition,  the 
Southern  Chinese  Fleet  has  also  been  for- 
tified by  6,000  additional  troops  transferred 
from  army  units.  This  force,  a  brigade-size 
force  stationed  in  Zhanjiang,  Guandong 
Province,  may  have  been  expanded  to  a 
division-strength  unit 
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The  first  and  the  second  factors  have  in 
turn  driven  Malaysia  and  the  Philippines  to 
strengthen  their  respective  military  capabili- 
ty and  presence  in  the  occupied  islands.  In 
January  1992,  the  Philippine  Foreign  Minis- 
ter Raul  Manglapus  stated  that  the  Philip- 
pines would  maintain  their  military  presence 
in  the  islands  they  have  occupied.  Mangla- 
pus also  admitted  that  the  Philippines  had 
stationed  troops  in  the  islands.''^  To  improve 
its  naval  capability,  Manila  announced  plans 
in  September  1992  to  buy  three  missile  boats 
from  Spain,  three  gunboats  from  Australia, , 
and  two  logistics  support  vessels  from 
China. 
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In  September  1991,  Malaysian  Defence 
Minister  Datuk  Seri  Nadjib  stated  that  "the 
military  presence  would  help  to  enforce  the 
overlapping  claims  since  we  must  have  the 

37 

ability  to 'safeguard  our  sovereignty  ..." 
Malaysia  has  also  begun  to  modernise  its 
fleet.  In  1991,  for  example,  Malaysia  dis- 
cussed the  possibility  of  making  two  pur- 
chases: a  contract  for  two  British-made  cor- 
vettes and  an  open  competition  for  four 
diesel  submarines.'^*'  Most  recently,  Chief  of 


^'^Mililary  Balance  1990-1991  (London:  IISS). 
^■•Tai  Ming  Cheung,  Crowih  of  Chinese,  30. 
^^Anlara,  24  January  1992. 

•""Kenneth  J.  Conboy,  "Conflict  Potential  in  South- 
east Asia  and  the  South  China  Sea",  Heritane  Lectures 
365  (Washington:  The  Heritage  Foundation,  1992),  8. 

New  Sunday  Times,  I  September  1991. 
•'"'Conboy,  "Conflict  Potential  in,"  8. 


Defence  Forces  of  Malaysia,  General  Tan  Sri 
Jacoob  Zain  stated  that  the  Royal  Malaysian 
Navy  would  get  new  equipments  and  battle 
ships  to  enable  it  to  defend  Malaysia's  terri- 
tory. 
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Judging  from  the  above  description,  it 
should  be  admitted  that  the  current  trend  in 
the  South  China  Sea  could  at  any  time  lead 
to  a  military  confrontation,  if  not  a  military 
conflict.  In  this  respect,  all  countries  in  the 
region,  including  Indonesia,  are  obliged  to 
prevent  the  disputes  from  becoming  an  open 
military  conflict.  Therefore,  it  is  clear  that 
Indonesia's  involvement  in  seeking  a  peace- 
ful solution  to  the  South  China  Sea  conflict 
is  a  reflection  of  such  an  international  obli- 
gation. Such  involvement  is  also  in  accor- 
dance with  Indonesia's  main  task  written  in 
its  1945  Constitution  (Undang-Undang  Da- 
sar  1945),  which  mandates  Indonesia  to  take 
part  in  creating  a  stable  international 
order.40 


The  Po.s.sibic  rmplicadOiis  of  "The 
Soiilh  China  Sea  War":  A  WorsJ 
Po.s.sible  Ca.se  for  Indonesia 

The  strategic  significance  of  the  South 
China  Sea  lies  in  the  fact  that  it  functions  as 
a  vital  sea  lane  connecting  Southeast  Asian 
countries  with  Japan,  South  Korea,  Taiwan, 
and  the  United  States.  In  this  respect,  it  is 
well-known  that  the  fast-moving  economic 
growth  in  ASEAN  countries  relies  on  their 
economic  relations  with  these  four  countries. 
Therefore,  the  implications  for  ASEAN 
countries  in  the  case  of  an  outbreak  of  war  in 
the  South  China  Sea  can  be  examined  from 


^''Sirail  Times,  22  July  1992. 
■•"See,  UndanR  Undang  Dasar  1945. 
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the  viewpoint  of  ASEAN's  trade  relations 
with  Japan,  South  Korea,  Taiwan,  Hong 
Kong  and  the  United  States.  However,  since 
the  purpose  of  this  article  is  to  examine  In- 
donesia's South  China  Sea  policy  in  its 
broader  perspective,  the  following  discus- 
sion will  be  limited  to  the  Indonesian  case.'*' 

The  sealanes  in  the  South  China  Sea 
serve  as  a  corridor  between  the  Indian  Ocean 
and  the  Pacific  Ocean.  It  can  also  be  seen  as 
the  heart  of  the  Southeast  Asian  region. 
Main  shipping  lanes  in  the  region  connect 
the  Malacca  Strait  lane  through  Singapore 
and  Hong  Kong  northwards  to  South  Korea 
and  Japan  to  the  west  coast  of  the  US.  With 
regard  to  Indonesia,  feeder  services  link 
more  than  seven  of  its  domestic  ports  with 
other  ports  in  Japan,  South  Korea,  Taiwan, 
Hong  Kong,  and  the  US.  Mostly,  Indone- 
sia's exports  to  and  imports  from  these  five 
countries  have  to  pass  through  the  South 
China  Sea  Lanes. 

Consequently,  an  outbreak  of  war  in  the 
South  China  Sea  will  definitely  disrupt  In- 
donesian external  trade  at  the  ports  of  In- 
donesia in  Java  and  Sumatera.  In  1990.  from 
three  major  ports  in  Java,  Indonesia  shipped 
8,981.5  thousand  M.  tons  of  export  com- 
modities to  various  destinations  including 
Japan,  Singapore,  Taiwan,  South  Korea, 
Japan,  Hong  Kong,  and  the  US,  with  the 
volume  amounting  to  US$5,540.7  million. 
From  various  major  ports  in  Sumatera,  In- 
donesia shipped  67,120.4  thousand  M.  tons 
of  export  commodities,  and  the  volume 
amounted  to  US$11,131.7  million.  Even 
though  the  precise  data  is  not  available,  it  is 
most  likely  that  a  large  amount  of  the  Indo- 


To  analyse  the  possible  implications  for  the  other 
ASEAN  countries,  the  same  approach  could  be  used  in 
order  to  have  a  similar  picture. 


nesian  exports  to  Japan,  South  Korea, 
Taiwan,  Hong  Kong,  and  the  US  that  pass 
through  the  South  China  Sea  lanes  come 
from  Sumatera' s  ports.  This  assumption  is 
drawn  from  the  fact  that  oil  and  gas  ex- 
ported to  those  countries  largely  come  from 
Sumatera. 

Looking  at  the  broader  picture,  Indone- 
sian trade  with  Japan,  Singapore,  Taiwan, 
Hong  Kong,  South  Korea,  and  the  US  would 
also  be  affected.  Indonesian  trade  with 
Japan  is  the  most  important  aspect  of  Jakar- 
ta-Tokyo relations.  From  1989  to  early  1992, 
Indonesian  exports  to  Japan  amounted  to 
US$32,673.5  million.  For  the  same  period, 
Indonesian  imports  from  Japan  amounted 
to  US$15,620.1  million.  In  1991,  Indonesian 
trade  with  Japan  accounted  for  about  61.41 
per  cent  of  its  total  world  trade. ''^ 

Indonesia's  national  revenue  is  heavily 
dependent  on  its  exports  of  petroleum, 
petroleum  products,  and  gas  to  Japan,  the 
United  States,  Taiwan  and  South  Korea.  In 
1991,  Indonesia  exported  25,367.2  billion 
tons  of  petroleum  and  petroleum  products  to 
Japan.  3,215.3  billion  tons  to  South  Korea, 
4,697.9  billion  tons  to  the  US,  and  2,033.6 
billion  tons  to  Taiwan.  The  total  export  to 
the  four  countries  amounted  to  US$4,990.5 
million. 

In  conclusion,  it  is  quite  clear  that  the 
existing  conflict  in  the  South  China  Sea  has 
serious  consequences  for  Indonesia.  The 
main  threat  that  may  arise  is  that  it  could 
hamper  the  process  of  Indonesian  economic 
development  at  home.  Such  a  worst  possible 
case  could  like  happen  to  other  ASEAN 


^'■Trade  Statistics,  Ministry  of  Trade,  The  Republic 
of  Indonesia,  May  1992. 
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countries  whose  economic  growth  are  also 
heavily  dependent  on  the  security  of  the 
South  China  Sea  lanes.  Therefore,  Indone- 
sia's efforts  in  seeking  a  peaceful  solution  to 
the  conflict  is  a  logic  consequence  of  its  obli- 
gation to  protect  its  national  interests  from 
being  threatened  by  a  possible  war. 

New  ''Glue"  for  ASEAN? 

As  mentioned  earlier,  some  analysts  be- 
lieve that  after  the  ending  of  the  Cambodian 
conflict  ASEAN  countries  are  losing  an  issue 
on  which  they  can  unite.  Therefore,  they 
argue  that  ASEAN  needs  a  new  "glue"  to 
keep  its  members  together.  In  this  regard, 
the  Indonesian  role  in  seeking  a  peaceful 
solution  to  the  South  China  Sea  dispute  is 
seen  as  an  effort  to  manipulate  the  conflict 
for  this  purpose.  It  is  also  suspected,  as  an' 
analyst  puts  it,  that  "Indonesia  intends  to 
use  the  Spratlys  issue  as  a  bargaining  counter 
in  its  relations  with  Beijing,  Hanoi,  and  Tai- 
pei. "^^ 

Such  an  explanation  is  partially  accep- 
table. As  the  biggest  ASEAN  country,  the 
breakdown  of  ASEAN  is  absolutely  not  in 
Indonesia's  interests.  The  success  of  ASEAN 
cooperation  in  economic  and  political  field 
has  so  far  stabilised  the  security  structure  of 
the  Southeast  Asian  region.  With  strong  sup- 
port from  its  ASEAN  colleagues,  Indonesia 
has  taken  a  leading  role  in  seeking  a  peaceful 
solution  to  the  Cambodian  conflict.  It  is  also 
through  ASEAN  cooperation  that  historical 
disputes  and  conflicts  among  the  ASEAN 
countries  have  been  avoided.  The  Indonesia- 
Malaysia  conflict,  for  example,  was  peace- 
fully resolved  following  the  establishment  of 

''■'See,  Hurng-yu  Chen,  "Prospect  for  Joint  Devel- 
opment", 120. 


ASEAN.  Moreover,  for  Indonesia  ASEAN 
has  been  a  useful  vehicle  through  which  it 
could  convince  other  ASEAN  countries  that 
Jakarta  has  no  "hegemonic  ambition"  in 
Southeast  Asia.  Therefore,  maintaining  the 
unity  of  ASEAN  has  always  been  a  main  ob- 
jective of  Indonesian  foreign  policy  in 
Southeast  Asia. 

As  some  analysts  put  it,  the  Cambodian 
conflict  used  to  be  an  "effective  ground"  on 
which  all  the  ASEAN  countries  could  unite. 
At  the  present,  they  ask  further,  on  what 
grounds  can  ASEAN  now  maintain  such 
unity?  The  answer  is  the  South  China  Sea. 
This  answer  tends  to  underestimate  the  abili- 
ty of  ASEAN  countries  to  maintain  their 
close  cooperation  and  relations  on  a  basis 
other  than  security  and  political  issues.  In 
this  respect,  the  recent  developments  in 
ASEAN  economic  cooperation  should  be 
taken  into  account.  In  the  fourth  ASEAN 
Summit  held  in  Singapore  early  this  year,  all 
the  ASEAN  leaders  agreed  to  strengthen 
their  economic  cooperation  through  the 
establishment  of  the  ASEAN  Free  Trade 
Area  (AFTA)  in  order  to  cope  with  new 
challenges  and  opportunities  generated  from 
the  post-Cold  War  world.  This  progress 
shows  that  ASEAN  could  also  unite  on  the 
basis  of  economic  issues. 

On  the  other  hand,  it  soon  becomes  ap- 
parent that  the  involvement  of  some  ASEAN 
countries  in  the  Spratlys  dispute  could 
possibly  exacerbate  intra-ASEAN  conflicts. 
The  overlapping  claims  between  Malaysia 
and  the  Philippines  in  the  Spratlys  have  put 
an  additional  item  on  the  Manila-Kuala 
Lumpur  territorial  dispute  agenda.  So  far, 
there  has  been  no  major  progress  achieved 
by  either  party  in  solving  their  territorial 
disputes  over  Sabah.  Furthermore,  Brunei's 
involvement  could  complicate  the  settlement 
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process  of  territorial  disputes  among 
ASEAN  countries.  The  above  facts  suggest 
that  the  South  China  Sea  could  become  a 
disintegrating  factor  for  ASEAN  unity, 
rather  than  an  integrating  one. 

Indonesia's  Perception,  Attitude, 
and  Policy 

The  real  intentions  and  motives  behind 
Indonesia's  involvement  as  a  "peace- seeker" 
in  the  South  China  Sea  issue  could  also  be 
examined  from  its  perception  of  the  issue, 
from  attitude  shown  by  it,  and  from  policies 
being  pursued  by  Indonesia  in  seeking  a 
peaceful  solution  to  the  dispute.  In  perceiv- 
ing the  issue,  Indonesian  elites  tend  to  share 
a  similar  view  with  their  colleagues  in  other 
ASEAN  countries.  The  possibility  of  the 
conflict  becoming  a  new  flashpoint  in  the 
Southeast  Asian  region  is  seen  as  the  core 
problem  due  to  the  strategic  importance  of 
the  South  China  Sea.  Therefore,  a  peaceful 
solution  should  be  found  before  the  dispute 
generates  an  open  military  confrontation 
among  the  contending  parties. 

Such  a  perception  could  be  drawn  from, 
among  others,  Indonesian  Foreign  Minister 
Ali  Alatas's  speech  when  he  opened  the  first 
South  China  Sea  workshop  held  in  Bali, 
1990.  He  pointed  out  that: 

The  strategic  importance  of  the  South  China  Sea  is, 
of  course,  beyond  question.  As  a  semi-enclosed  sea 
linking  the  Indian  and  Pacific  Ocean  and  located 
between  continental  Asia  and  insular  Southeast 
Asia,  it  encompasses  important  sea  lanes  of  com- 
munications, and  indeed,  the  Straits  of  Malacca  and 
Singapore  at  its  Southern  entrance  rank  among  the 
busiest  straits  in  the  world. 


  [therefore]  one  can  hardly  avoid  the  first 

impression  that  the  South  China  Sea,  after  Cambo- 


dia may  well  become  the  next,  acute  source  of  con- 
flict in  the  region.*^ 

From  this  statement,  it  is  clear  that  In- 
donesia's concern  is  primarily  to  prevent  the 
possibility  of  the  conflict  from  becoming 
another  source  of  instability  in  the  region. 
Such  a  concern  is  strongly  related  to  the 
strategic  interests  of  Indonesia  in  maintain- 
ing the  security  of  sea  lanes  from  the  Straits 
of  Malacca  through  the  South  China  Sea 
northwest  to  Japan,  South  Korea,  Taiwan, 
Hong  Kong,  and  the  US.  Therefore,  Jakar- 
ta's initiative  to  host  peace  talks  is  not  mere- 
ly for  Indonesia's  self-interest  but  also  for 
the  benefit  of  all. 

The  Indonesian  fear  that  the  dispute 
could  escalate  in  the  future  was  strengthened 
in  early  1992.  When  opening  the  third  work- 
shop in  Y?gyakarta,  Minister  Alatas  pointed 
out  that  the  controversial  conflict  in  the 
South  China  Sea  had  been  worsening,  and 
that  it  had  been  causing  growing  concern 
among  the  Southeast  Asian  countries.'*^ 
Therefore,  as  Alatas  put  it,  the  third  work- 
shop became  more  important.  In  this 
respect,  Indonesia's  role  as  an  "honest- 
broker"  could  hopefully  facilitate  future  co- 
operation in  the  area. 

With  regard  to  its  attitude,  Indonesia 
shows  a  neutral  position  on  the  issue.  It  be- 
lieves that  such  a  position  could  transform 
the  potential  conflict  into  cooperation. 
When  opening  the  second  workshop  in  Ban- 
dung, Minister  Alatas  stated  that  Indonesia's 
efforts  to  find  an  acceptable  formula  for  co- 
operation in  the  South  China  Sea  were  made 


Speech  by  Foreign  Minister  Ali  Alatas  when  of- 
ficiating the  Workshop  on  South  China  Sea  in  Bali, 
January  22,  1990,  Jakarta  Post,  26  January  1990. 

^^Kompas.  30  June  1992. 
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on  the  basis  of  its  neutral  position.  Tiiis 
neutral  position  was  reiterated  by  Minister 
Alatas  when  he  pointed  out  that  Indonesia 
"does  not  want  to  make  a  judgement  about 
who  is  right  and  who  is  wrong  with  regard  to 
the  disputes.""*^  He  also  hoped  that  all 
claimants  would  maintain  the  status  quo  in 
order  to  provide  a  "full  of  smiles"  environ- 
ment for  cooperation. 

Indonesia  also  sees  the  dispute  as  merely 
a  regional  problem.  In  responding  to  the 
Philippines'  proposal  of  bringing  the  dispute 
to  be  discussed  at  the  UN-backed  interna- 
tional conference,  Minister  Alatas  stated  that 
it  was  too  early  for  such  an  effort.  In  Alatas 
view,  "formal  talks  run  the  risk  of  descen- 
ding into  a  forum  for  us  to  accuse  each 
other."  This  view  was  supported  by  his  Ma- 
laysian counterpart,  who  stated  that  "the  in- 
ternationalisation  of  the  dispute  could  be 
like  opening  Pandora's  Box."'*^  In  addition, 
the  key  actor  in  the  conflict,  China,  has  also 
refused  to  bring  the  issue  up  to  the  official 
level.'*^ 

Based  on  the  above  political  reality,  espe- 
cially with  regard  to  the  Chinese  position  on 
the  issue,  it  is  quite  reasonable  that  Indone- 
sia, for  the  time  being,  has  tried  to  keep  the 
settlement  process  at  an  informal  level.  Ja- 
karta believes  that  such  an  approach  could 
facilitate  frank  and  warm  discussions  among 
the  claimants.  It  is  also  useful  for  the  parties 
involved  to  learn  about  the  issue.  Moreover, 

^ Suara  Pembaruan,  15  July  1991. 
*''Pelita,  30  June  1992. 

Jakarta  Post,  21  July  1992. 
*^ Jakarta  Post,  22  July  1992. 


Indonesia  prefers  to  pursue  a  step-by-step 
approach  in  settling  the  dispute.  Such  an  ap- 
proach worked  well  in  the  settlement  of  the 
Cambodian  conflict.  Therefore,  it  is  not  a 
misguided  policy  for  Indonesia  to  try  to  app- 
ly a  similar  model  to  the  South  China  Sea. 

Conclusion 

Whatever  the  case  may  be,  it  seems  to  be 
true  that  the  South  China  Sea  disputes  could 
be  a  new  flashpoint  in  Southeast  Asia.  Any 
confrontation  in  the  area,  diplomatically  or 
militarily,  would  drag  not  only  Souheast 
Asia,  but  also  Indonesia,  into  a  new  regional 
disorder.  In  this  respect,  Indonesian  interests 
would  be  affected  in  the  case  of  the  outbreak 
of  war  in  the  South  China  Sea.  Therefore,  it 
is  the  responsibility  of  all  countries  in  the 
region  to  bring  about  a  peaceful  solution  to 
the  conflict. 

With  regard  to  Indonesia's  role,  it  is  im- 
portant for  Jakarta  to  maintain  its  neutral 
peace-making  role.  In  so  doing,  Indonesia 
will  have  much  more  credence  in  the  view- 
point of  all  the  claimants,  both  from  inside 
and  outside  ASEAN.  Such  credence  will 
strengthen  Indonesia's  self-confidence  in 
promoting  peace  and  stability  in  the  region. 
For  the  years  to  come,  Indonesia  should 
begin  to  think  about  the  possibility  of  bring- 
ing the  existing  dialogue  up  to  a  more  pro- 
ductive level  and  begin  to  formulate  a  long- 
term  approach  with  regard  to  its  efforts  in 
settling  the  dispute.  In  this  respect,  bringing 
up  the  issue  at  the  ASEAN  Ministerial 
■Meeting  or  the  ASEAN-PMC  could  be  con- 
sidered as  reasonable  initial  alternative. 
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1.  Introduction 


T|HE  period  of  1988-1990  was  a  time 
of  great  optimism  in  Indonesia  as  real 
GDP  grew  by  more  than  7  per  cent 
per  annum  and  the  perennial  foreign  ex- 
change constraint  appeared  to  have  been 
permanently  relaxed.  This  was  accompanied 
by  what  appeared  to  be  a  steady  progress  in 
the  eradication  of  poverty,  with  the  percen- 
tage of  the  population  living  below  the  of- 
ficial poverty  line  estimated  to  have  a  fallen 
from  40  per  cent  in  1976  to  20  per  cent  in 
1987  (Ravallion  and  Huppi,  1991).  The  driv- 
ing force  behind  this  brisk"  economic  activity 
was  the  private  sector.  Stimulated  by  a  series 
of  deregulation  measures  in  the  real  sector, 
starting  at  the  end  of  1986,  non-oil  exports 
and  private  sector  domestic  expenditure 
(investment  and  consumption)  rose  rapidly. 
Iraq's  invasion  of  Kuwait  in  August  1990 

Paper  presented  at  the  Third  Convention  of  East 
Asia  Economic  Association  (EAEA),  Seoul,  the  Re- 
public of  Korea.  20-21  August  1992. 


that  led  to  a  mini  war  in  early  1991  added  to 
the  boon  of  the  Indonesian  economy  as  the 
extra  oil  windfall  because  of  the  war  out- 
weighed the  losses  from  non-oil  exports  and 
tourism.  As  Table  1  shows,  the  current  ac- 
count deficit  was  reduced  from  2.3  per  cent 
of  GNP  in  1988  to  2  per  cent  in  1989.  The 
availability  of  concessionary  loans  from  In- 
donesia's western  creditors  (IGGI)  and 
private  capital  inflows  helped  finance  both 
the  current  account  and  budget  deficits.^ 


'IGGI  was  the  consortium  of  Indonesia's  Western 
creditors,  established  in  1967  and  chaired  by  the 
Minister  of  Development  Cooperation  of  the  Nether- 
lands. As  it  accused  the  Netherlands  of  using  its  aid  as  a 
"tool  of  political  intimidation",  Indonesia  unilaterally 
dissolved  the  IGGI  in  March  1992  and,  at  the  same  time, 
requested  the  World  Bank  to  form  and  chair  the  Con- 
sultative Group  on  Indonesia  (CGI).  The  function  of 
CGI  is  exactly  the  same  as  that  of  its  predecessor  and, 
except  for  the  Netherlands,  all  former  members  of  IGGI 
are  in  CGI.  The  first  meeting  of  CGI,  held  in  Paris  on 
July  16-17,  1992,  committed  US$9.94  billion  in  new  aid 
for  1992/1993,  more  than  the  i;S$4.75  billion  pledged 
by  IGGI  in  the  previous  fiscal  year.  CGI  conditionality, 
however,  is  much  Strieker  than  of  IGGI  {Jakarta  Post, 
18  July  1992). 
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Table  1 

INDONESIA:  MACROECONOMIC  INDICATORS,  1983-1991 


1983-87 
(Average) 

1988 

1989 

1990 

IQQ1 
(Est.) 

1. 

Aggregate  Growth  Rales  ("%  p. a.): 

GDP 

5.0 

5.7 

7.4 

7.3 

6.8  ' 

Mrin  Oil  r:np 

5.7 

7.4 

8.2 

'  .0 

D.J 

Agriculture 

3.3 

4.7 

4.3 

2.5 

0.9 

Manuracturing 

12.0 

12.8 

11.6 

13.0 

11.4 

Mining 

3.4 

4.8 

11.0 

14.6 

9.8 

Construction 

1  f 
1 . 1 

1  f  Q 
1  1 .0 

IJ.O 

lie 

1 1 .3 

Other  Services 

D.U 

0  c 

8.3 

7.0 

0.0 

GNY 

3.4 

6.2 

7.7 

8.5 

5.6 

Consumption 

4.0 

4.3 

5.9 

7.5 

5.2 

Fixed  Investment 

-3.7 

10.3 

13.0 

19.7 

10.7 

Public 

-9.8 

11.4 

6.8 

11.9 

11.2 

Private 

0.9 

9.7 

16.8 

24,4 

10.4 

Net  Exports 

122.8 

74.7 

6.0 

-33.2 

n.a. 

2. 

Structure  of  the  Economy 

Oil  GDP 

21.8 

19.3 

18.6 

18.3 

18.3 

Non-Oil  GDP 

78.2 

80.7 

81.4 

81.7 

81.7 

Agriculture 

21.9 

21.2 

20.5 

19.6 

18.5 

ManuTacturing 

11.4 

13.6 

14.1 

14.9 

15.5 

Mining 

1.2 

1.2 

1.3 

1.4 

1.4 

Construction 

5.3 

5.3 

5.5 

5.8 

6.1 

Other  Services 

38.5 

39.4 

40.0 

40.1 

40.1 

3. 

Macroeconomic  Balances  ("vo): 

L/eiicii  v^urreni  /\ccouni/ vjrwr 

2.5 

2.3 

2.0 

3.8 

4.3 

Non-Interest  Current  Account/ONP 

2.0 

2.1 

2.2 

0.3 

0.1 

Overall  Public  Sector  Balance/GDP 

-2.7 

-3.1 

-1.3 

0.2 

-0.7 

MLT  Debt  Service/Exports 

34.8 

34.4 

31.6 

27.8 

30.1 

MLT  Debt/GNP 

65.5 

60.3 

54.6 

58.6 

61.1 

National  Savings/GDP 

20.1 

19.9 

21.7 

22.1 

22.2 

Public 

7.4 

5.4 

6.5 

9.3 

8.9 

Private 

12.8 

14.5 

15.2 

12.7 

13.3 

Domestic  Invetment/GDP 

24.4 

22.2 

23.5 

25.2 

26.2 

Public 

9.5 

8.4 

O.O 

Private 

14.8 

13.8 

14.9 

16.0 

16.6 

4. 

Money  and  Prices  i'/t): 

Inflation  Rate  (^o  p. a.) 

8.5 

5.5 

6.0 

9.5 

9.5 

Interest  Rate  (Vt  p.a.)* 

18.5 

18.6 

18.5 

22.8 

Narrow  NIoney  Growth  (MI) 

13.8 

13.5 

39.8 

18.4 

8.4 

Broad  Money  Growth  (Ml) 

23.3 

23.9 

39.8 

44.2 

15.5 

Reserve  Money  Growth 

12.1 

-5.4 

23.3 

19.0 

2.9 

MI/GDP  Ratio 

10.3 

10. 1 

12.0 

12.0 

11.2 

M2/GDP  Ratio 

23.8 

29.6 

35.0 

42.8 

42.5 

Note:    ^Weighted  average  interest  rates  on  12  . months  tiine  deposits. 
Sources:    Central  Bureau  of  Statistics,  National  Income  of  Indonesia  1985- 1990 
Bank  Indonesia,  Indonesian  Financial  Statistics,  various  issues. 
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But  a  legacy  of  problems  has  remained. 
Since  early  1990  Indonesia  has  confronted  a 
series  of  crises  in  the  form  of  high  real  in- 
terest rates,  exchange  rate  overshooting,  a 
widening  current  account  deficit,  a  growing 
foreign  debt  problem,  rising  non-performing 
loans  and  corporate  bankruptcies,  falling  in- 
vestment and  other  components  of  domestic 
absorption,  and  a  fragile  financial  system. 
The  economy  still  grew  at  the  respectable 
rate  of  6.8  per  cent  in  1991  (Table  1).  How- 
ever, this  was  accompanied  by  an  increase  in 
inventory  accumulation  because  of  sluggish 
private  investment,  weak  consumer  spen- 
ding, and  austere  fiscal  policy. 

What  were  the  sources  of  the  economic 
crises?  The  usual  explanations  have  been 
couched  in  terms  of  a  combination  of  exter- 
nal shocks  (such  as  recession  and  protection 
in  Indonesia's  export  markets),  and  a 
number  of  key  domestic  constramts  (such  as 
shortfall  in  economic  infrastructure).  These, 
at  best,  will  go  only  part  of  the  way  in  ex- 
plaining their  origins.  Undoubtedly,  the 
combination  of  the  external  shocks,  the 
lingering  distortions  in  some  parts  of  the 
economy,  and  the  domestic  constraints  have 
slowed  down  the  pace  of  production  and  ex- 
ports of  goods  produced  in  the  non-oil  sec- 
tor. 

This  paper  argues,  however,  that  the  key 
to  the  problems  was  Indonesia's  borrowing 
spree  in  international  financial  markets,  par- 
ticularly in  the  1989-1990  period.  This  was 
induced  by  a  more  rapid  pace  of  deregula- 
tion in  the  financial  sector  than  in  the  real 
sector  of  the  economy.  The  new  debt  has 
been  used  to  finance  the  increasing  current 
account  deficit,  to  accumulate  foreign  ex- 
change reserves  and  capital  outflows.  The 
rising  current  account  deficit  is  partly  due  to 
rising  imports  of  capital  goods  for  the  un- 


productive and  capital  intensive  "mega" 
projects.  The  boom,  during  1987-1990,  has 
developed  a  "boom  will  never  bust"  men- 
tality leading  to  riskier  long-term  investment 
projects  financed  by  short-term  foreign  bor- 
rowings. 


2.  Broad-based  Economic  Restruc- 
tiirin«4,  1983-1992 

(1)  Background 

As  a  result  of  the  long  period  of  growth 
cum  debt  development  strategy,  expansion 
of  the  financial  system  in  Indonesia  has  been 
influenced  by  inflows  of  foreign  aid  and  con- 
cessionary loans  from  the  IGGI  and  develop- 
ments in  t^e  petroleum  sector.  Ever  since  the 
first  Pelita  (the  five  year  development  plan), 
started  on  April  1,  1969,  financing  of  eco- 
nomic development  in  Indonesia  has  strong- 
ly depended  on  these  two  sources  of  external 
financing,  which  were  injected  into  the  na- 
tional economy  through  the  budget.  The  role 
of  the  oil  revenue  was  particularly  important 
during  the  oil  boom  periods  in  1973-1982 
and  in  1990-1991. 

During  most  of  the  oil  boom  in  the 
1970s,  nearly  two-third  of  government  re- 
venue and  four-fifths  of  export  proceeds 
were  generated  from  the  oil  sector.  Foreign 
aid  and  loans  have  been  used  to  finance  the 
budget  deficit  and  have  been  earmarked  for 
financing  the  "development  expenditure". 
The  monetary  effects  of  these  injections 
were  partly  sterilised  by  increasing  the  im- 
port content  of  the  budget  and  accumulation 
of  secondary  reserves,  mainly  at  the  state 
banks  (Grenville,  1977).  Foreign  exchange 
reserves  had  been  generated  primarily  from 
these  two  sources  and,  thus,  borrowing  from 
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the  private  sector  only  had  a  secondary  role. 
To  prevent  the  negative  economic  effects  of 
the  inflow  of  foreign  aid  and  borrowings  as 
well  as  the  petroleum  boom  on  the  real  sec- 
tor of  the  economy  ("the  Dutch  disease"), 
Indonesia  devalued  the  rupiah  in  November 
1978  (Warr,  1986). 

Prior  to  1983,  Indonesia  had  a  repressed 
financial  system  for  more  than  two  decades, 
with  the  following  elements:  the  financial 
structure  was  dominated  by  seven  state  banks 
and  the  monetary  pohcy  was  mainly  based 
on  direct  controls  in  the  forms  of  detailed 
asset  ceilings  cum  selective  credit  policy  with 
subsidised  interest  rates.  These  and  exchange 
rate  policy  were  the  main  instruments  of 
monetary  policy  used  to  maintain  internal 
and  external  balance. 

Judged  by  the  number  of  their  branch  of- 
fices and  the  sizes  of  their  assets  and  liabili- 
ties, banking  has  been  the  core  of  the  finan- 
cial system  in  Indonesia.  Prior  to  the  1983 
financial  reforms.  Bank  Indonesia,  the  cen- 
tral bank,  accounted  for  42.4  per  cent  of  the 
assets  of  financial  system  in  1982,  reflecting 
the  large  volume  of  currency  outstanding 
and  the  high  level  of  government  deposits. 
The  118  deposit  money  banks  accounted  for 
36.2  per  cent.  Other  financial  institutions 
(NBFIs,  insurance  companies,  leasing  com- 
panies and  other  credit  institutions)  made  up 
the  balance  (Table  2).  The  five  state  banks, 
ten  private  banks  and  the  eleven  foreign 
banks  were  licenced  to  deal  in  foreign  ex- 
change transactions.  This  group  of  banks  is 
know  as  foreign  exchange  banks. 

In  the  banking  industry,  the  state  bank 

^For  a  fuller  discussion  on  the  financial  structure 
and  policies  during  the  pre- 1983  reform  period  see 
Arndt  (1979),  Nasution  (1983  and  1986)  and  Woo 
(1992). 


group  held  almost  a  monopoly  position  in 
the  loan  markets  both  for  short-term  work- 
ing capital  and  for  long-term  investment. 
This  group  also  held  a  monopsonist  position 
in  the  funds  market  as  the  public  sector 
(including  state  enterprises)  was  required  to 
deposit  only  with  state  banks.  As  a  result, 
most  of  the  foreign  aid  and  loans  and  the 
"oil  money"  were  deposited  at  these  banks. 
There  were  eleven  foreign  banks  (including 
one  joint  venture)  operating  in  Indonesia, 
but  their  area  of  operation  was  confined  to 
Jakarta,  the  capital  city.  In  addition,  there 
were  sixty-six  small  domestic  private  banks, 
twenty-seven  regional  development  banks 
(RDBs),  each  owned  by  the  respective  pro- 
vincial governments,  and  twelve  NBFIs  (nine 
investment  finance  companies  and  three  de- 
velopment banks).  In  reality,  the  NBFIs  had 
been  used  by  their  major  shareholders  (Bank 
Indonesia,  the  state  banks  and  foreign 
banks)  to  extend  short-term  credits  and  in- 
vest in  sectors,  activities  and  regions  that 
banks  themselves  could  not  reach  under  the 
existing  credit  regulations. 

The  direct  monetary  controls  include 
controls  on  deposit  and  lending  interest 
rates,  including  preferential  rates  for  certain 
loan  categories,  mostly  at  levels  below  infla- 
tion rates.  Aggregate  and  individual  bank 
and  sector  lending  was  subject  to  detailed 
and  administratively  cumbersome  ceilings. 
Loan  allocation  became  a  political  matter,  as 
nearly  all  of  the  loans,  particularly  those  of 
the  state  banks,  were  selective.  The  central 
bank  provided  its  own  direct  loans  and 
refinanced  the  lending  programs  of  the  state 
banks.  Foreign  borrowings  were  also  subject 
to  ceilings  and  allocated  mainly  to  state 
banks,  based  on  past  performance.  Lending 
institutions  were  subject  to  high  reserve  and 
liquidity  requirements  designed  mainly  to 
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absorb  liquidity  and,  prior  to  1966,  to  pro- 
vide government  deficit  finance.  Monetisa- 
tion  of  the  budget  deficit  ended  in  1967  as 
the  IGGI  has  made  available  aid  and  conces- 
sionary loans  to  finance  the  deficit. 

(2)  Reversed  Sequencing  and  Slow  Pace  De- 
regulation 

Deregulation  cannot  be  accomplished 
overnight,  since  the  speed  of  adjustment 
to  measures  is  varied  in  different  sectors  of 
the  economy.  In  general,  the  speed  of  adjust- 
ment is  much  faster  in  the  financial  sector 
than  in  the  real  sector.  Because  of  this,  the 
economic  literature  discusses  the  best  order, 
or  sequence,  in  which  to  carry  out  a  broad 
based  economic  restructuring.  The  discus- 
sions on  this  issue  cover  most  fully  the  exter- 
nal sector  of  the  economy,  particularly  using 
the  experiences  of  countries  in  Latin  Ame- 
rica (see  for  example:  Edwards,  1986). 

To  avoid  interest  rate  and  foreign  ex- 
change overshooting,  deviations  from  their 
long-run  equilibrium  levels,  the  literature 
prescribes  the  order  of  deregulation  as 
follows:  first  hberalise  the  current  account 
by  removing  border  protection  and  then 
follow  by  deregulation  in  the  capital  ac- 
count. The  sequencing  issue  is  not  confined 
to  the  external  sector,  however.  Notable  in 
a  mixed  economy,  such  as  Indonesia's 
case,  has  been  the  sequencing  of  deregula- 
tion concerning  domestic  products  and 
financial  markets.  This  includes  reforms  of 
over  200  state  enterprises,  of  which  seven  are 
dominant  state  banks,  whose  contribution  to 
the  government  coffers  are  not  very  clear. 
Deregulation  also  concerns  corporate 
markets  because,  to  borrow  Kornai's  termi- 
nology (Kornai,  1986),  economic  agents 
have  been  accustomed  to  "soft"  budget  con- 
straint during  the  long  period  of  financial 


repression  and  import  substituting  indus- 
trialisation policy. 

The  sequence  of  deregulation  in  the  In- 
donesian case,  during  the  1983-1992  period, 
adopts  a  reversed  phasing  (Cole  and  Slade, 
1990).  The  phasing  of  economic  deregula- 
tion in  Indonesia,  since  the  early  1980s, 
seems  to  exhibit  a  similar  characteristic  with 
the  feature  of  its  traditional  culture  as  evi- 
dent in  music  and  dances  from  royal  courts 
in  Central  Java.  Its  emphasis  has  been  on 
slow,  controlled  lightness  of  movement. 
Sudden,  jerky  movements  are  abhorrent. 
Similar  to  this,  the  emphasis  of  economic 
deregulation  is  on  a  gradual  and  "zig-zag", 
but  steady  internal  adjustment  program. 
Like  the  same  programs  in  other  indebted 
countries,  the  purposes  of  deregulation  are 
to  raise  domestic  savings,  to  improve  re- 
source allocation  through  a  more  efficient 
market  system,  and  to  generate  a  current  ac- 
count position  consistent  with  the  reduced 
public  sector  external  resource  flows. 

Indonesia  started  with  a  liberalisation 
program  in  the  financial  sector  in  1983,  tax 
reforms  in  1983-1985,  administrative,  and 
investment  and  trade  policy  reforms  since 
the  mid-1980s.  The  latter  includes  an  across 
the  board  reduction  in  the  range  and  level  of 
nominal  tariffs  in  March  1985  and  replace- 
ment of  inefficient  and  corrupt  custom  ser- 
vice (for  transactions  valued  at  greater  than 
US$500)  with  the  SGS  -  a  Swiss  based  pri- 
vately owned  company  -  in  the  following 
month.  Measures  to  roll  back  the  system  of 
quotas  and  licences,  that  nearly  closed  the 
factor  and  product  markets  from  foreign 
competition,  were  first  introduced  in  1986. 

Deregulation  in  the  capital  account  was 
first  introduced  in  1971  as  the  authorities 
unified  the  exchange  rate,  removed  sur- 
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render  requirements  for  export  proceeds  and 
taxes  or  subsidies  on  the  purchase  or  sale  of 
foreign  exchange.  Since  then,  the  only 
obstacle  to  capital  inflows  had  been  a  system 
of  ceilings  on  foreign  borrowings.  Concur- 
rently with  the  rupiah  devaluation  in  Novem- 
ber 1978,  the  authorities  replaced  the  US 
dollar  as  the  external  anchor  with  a  basket  of 
major  currencies  (the  composition  of  which 
has  not  been  disclosed)  and  moved  to  a 
managed  floating  exchange  rate  system. 
More  recently,  however,  this  story  has  been 
changed.  The  authorities  have  been  repeated- 
ly saying  that  the  aim  is  to  have  five  per  cent 
rupiah  nominal  depreciation  against  the  US 
dollar.  No  more  comment  on  the  "basket". 


This  reversed  sequence  of  deregulation, 
seems  to  have  been  successful  in  the  1980s, 
but  not  more  recently  (Nasution,  1991b).  In 
contrast  to  the  cases  of  the  Philippines  and 
Latin  American  countries,  the  share  of  com- 
mercial borrowing  in  Indonesia's  external 
debt  was  insignificant  in  the  1980s.  When  it 
encountered  debt  problems,  Indonesia  sim- 
ply requested  more  special  assistance  loans 
from  its  Western  creditors,  particularly  from 
Japan,  the  World  Bank  and  the  ADB.  The 
availabihty  of  the  loans  has  significantly  im- 
proved the  terms  and  conditions  of  Indone- 
sia's external  debt  because  they  can  be  quick- 
ly disbursed  to  support  both  the  public 
budget  and  the  balance  of  payments. 


Table  3 


CHRONOLOGY  OF  THE  ADJUSTMENT  PROGRAMME,  1983-1992 


Policy  Instrument 


Exchange  Rate 


Fiscal  Policy 


1.  Rupiah  was  devalued  by  28  per  cent  against  US  dollar  on  March  30,  1983  from 
Rp  703  to  Rp  907  per  US  dollar;  since  then  the  exchange  rate  has  been  made 
more  flexible; 

2.  Rupiah  was  devalued  by  31  per  cent  against  the  US  dollar  on  September  12,  1986 
from  Rp  1,134  to  Rp  1,644  per  US  dollar. 

1.  Tight  fiscal  policy,  since  1983,  marked  by: 

a.  large  capital  and  import  intensive  projects  (particularly  investment  in  manu- 
facturing, petrochemicals  and  mining)  rephased  in  May  1983; 

b.  major  cutback  in  public  real  capital  spending; 

c.  more  resources  for  social  programmes; 

d.  restraints  on  civil  service  employment  and  salaries. 

2.  Tax  reform  enacted  in  January  1983,  involving  simplifications  of  both  tax  struc- 
ture and  tax  administration  of  all  tax  sources,  excluding  taxes  on  foreign  trade. 


Monetary  and  Financial 
Policy 


1.  Financial  reform  initiated  on  June  1,  1983,  involving  removal  of  credit  and  rate 
ceilings  for  state  bank's  operations,  a  reduction  in  the  scope  of  credit  programmes 
and  introducing  of  new  market-oriented  instruments  of  monetary  control; 

2.  New  deregulation  measures  introduced  in  December  1987,  October  and  December 
1988,  and  March  1989  aimed  at  enhancing  financial  sector  prudential  standards 
and  efficiency,  and  developing  the  capital  market  by,  among  others,  removing 
barriers  to  entry; 


fmnliniicd  on  ihe  next  page) 
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Table  3  (mminued) 


Policy  Instrument 


3.  Improved  monetary  management  to  control  inflation  and  to  curb  exchange  rate 
speculation;  Removal  of  central  bank's  direct  credits  ("liquidity  credits")  and 
major  reduction  of  economic  sectors  covered  by  subsidised  "priority  credits"  in 
January  1990  to  curb  inflationary  pressures; 

4.  New  regulations  introduced  on  March  14,  1991,  which  are  aimed  at  strengthening 
the  capital  base  of  banks  and  tightening  supervision  over  financial  institutions. 
The  new  measures  require  the  banking  system  to  meet  the  BIS  guidelines  on 
capital  adequacy  ratio  8  per  cent  of  the  bank  assets  by  December  1993. 

Trade  Policy  I.  Across-the-board  reductions  in  nominal  tariffs  introduced  in  April  1985,  October 

1986,  and  May  28th,  1990; 

2.  Measures  to  provide  internationally  priced  inputs  to  exporters  announced  on  May 
6,  1986,  and  May  28,  1990.  This  scheme  permits  exporters  and  suppliers  of  inputs 
for  exporters  to  bypass  the  import  licensing  system  and  import  tariff  or,  if  they 
cannot  bypass  the  system,  to  reclaim  import  duties,  although  the  cost  imposed  by 
the  NTBs  cannot  be  rebated.  The  import  bias  of  the  protective  system  had  been 
lessened  but  not  uniformly; 

3.  Major  deregulation  of  import  licencing  system  announced  in  December  25,  1986, 
January  15,  1987,  May  28,  1990,  and  July  1992; 

4.  Additional  measures  to  reduce  anti-export  bias  announced  in  December  1987  by 
reducing  regulatory  framework  for  exporters; 

5.  Major  removal  of  non-tariff  barriers,  switch  from  non-tariff  to  tariff  barriers, 
and  general  reduction  of  tariff  rates  on  May  28,  1990  and  July  1992.  Also  cover- 
ing simplification  of  licensing  procedures  in  trade,  manufacturing,  health,  and 
agricultural  business,  the  policy  package  is  aimed  at  reducing  high  cost  economy; 

6.  Further  removal  of  non-tariff  barriers,  general  reduction  of  import  tariffs  and 
reopening  of  several  business  fields  to  new  domestic  and  foreign  investors  was 
announced  in  June  2nd  1991.  Several  major  features  of  the  reform  cover  out- 
right import  bans  of  cold-rolled  steel  coils,  and  other  steel  products,  abolition  of 
the  export  quota  system  for  palm  oil  and  copra,  introduction  of  an  import  quota 
system  on  built-up  commercial  vehicles  and  reopening  of  car  component  manu- 
facturing to  new  investors. 

Other  Regulatory  1.  Reorganisation  of  customs,  shipping  and  ports  operations  announced  in  April 

Framework  1985  to  reduce  handling  and  transport  cost  for  exports  and  to  simplify  the  ad- 

ministrative procedures  governing  inter  island  and  foreign  trade.  Further  dere- 
gulation of  maritime  activities  announced  on  November  21,  1988  to  reduce  cost 
and  encourage  private  sector  participation,  including  foreign  capital  and  foreign 
shipping  companies; 

2.  Measures  to  reduce  the  investment  and  capacity  lisencing  requirements,  relax  for- 
eign investment  regulations,  and  reduce  the  local  content  programme; 

3.  Measures  announced  on  July  6,  1992  to  allow  joint  venture  firms  to  hold  land 
titles  (right  to  use  the  land)  and  use  them  for  credit  collateral,  liberalised  imports 
of  used  machinery,  plant  equipment  and  other  capital  goods,  and  liberalise  expa- 
triate works  permits. 
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The  reversed  sequence  of  deregulation 
has  caused  major  problems  in  the  1990s  be- 
cause, as  predicted  by  economic  theory,  the 
real  sector  responds  much  more  slowly  than 
financial  sector,  particularly  when  the  speed 
of  deregulation  is  much  slower  in  the  real 
sector  of  the  economy.  The  opening  of  the 
capital  account,  subsidisation  of  exchange 
rate  swap  premium  and  high  interest  rates 
which  had  been  brought  about  by  the  finan- 
cial policy  reforms  in  October  1988,  induced 
extraordinary  inflows  of  destabilising  com- 
mercial borrowings  in  1989-1990.  This 
•causes  deterioration  of  the  structure  of  In- 
donesia's external  debt  as  well  as  generating 
a  real  appreciation  of  the  rupiah.  The  over- 
shooting in  foreign  exchange  and  interest 
rates  squeeze  profitability  in  the  traded  sec- 
tor which  adds  difficulties  to  the  adjustment 
process  in  real  sector  of  the  economy.  Mean- 
while, the  end  of  inflows  of  special  assis- 
tance loans  has  sharply  dropped  Indonesia's 
capability  to  adopt  such  a  gradual  and  "zig- 
zag" deregulation  approach. 

The  scope  and  coverage  as  well  as  the 
elements  of  that  broader  economic  restruc- 
turing program  during  1983-1992  are  pre- 
sented in  Table  3.  The  latest  package  re- 
forms, announced  on  July  6,  1992,  lowered 
some  tariffs,  removed  some  non-tariff- 
barriers  and  eased  land-use  regulations  and 
restrictions  on  foreign  workers.  The  "zig- 
zag" character  of  the  real  sector  reform  are 
evident  from  government's  decisions  for 
granting  monopoly  powers  at  the  end  of 
1990,  to  various  .  consortiums  of  private 
traders  who  have  powerful  backing,  to 
operate  a  buffer  stock  for  clove  and  to  im- 
port and  process  agriculture  products  such 
as  wheat,  sugar,  powdered  milk  and  soy- 
beans. Access  to  government  procurements 
(including  those  of  state  enterprises)  and  en- 


try to  timber  based  and  auto  industries  as 
well  as  to  economic  infrastructure  industry 
are  exclusively  reserved  for  the  privileged 
ones. 

3.  Financial  Sector  Policy  Reforms, 
1983-1992 

As  shown  in  Table  1,  inflation  was  not  a 
major  problem  in  Indonesia  during  the 
period  of  deregulation.  As  will  be  discussed 
further  in  Section  4(1),  the  fiscal  deficit  has 
been  financed  by  foreign  aid  and  loans,  not 
by  an  inflation  tax.  This  initial  condition  of 
financial  stability  has  made  it  easier  to  dere- 
gulate the  highly  regulated  domestic  finan- 
cial market  in  Indonesia, 

Deregulation  of  the  financial  system  also 
takes  time  because  it  requires  building  both 
"hardware"  and  "software"  of  the  finan- 
cial institutions  to  have  well  functioning 
markets  and  a  competitive  financial  struc- 
ture. A  well-developed  financial  system  with 
these  characteristics  promotes  savings  and  a 
more  efficient  allocation  of  resources  and  to 
provide  a  framework  that  allows  for  the  im- 
plementation of  effective  market-based 
monetary  control. 

(1)  Sequencing  Issue 

Indonesia  also  adopts  a  gradual  ap- 
proach in  reforming  its  financial  sector.  As 
shown  in  Table  4,  the  first  stage  of  the  recent 
reform  was  introduced  on  June  1,  1983  by 
removing  direct  controls  on  interest  rates  on 
most  of  the  credits  and  deposits,  eliminating 
most  of  the  credit  programs  and  curtailing 
the  central  bank's  funding  of  state  banks.  In 
the  second  stage,  the  central  bank's  facilities 
were   further   restructured   and  money 
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markets  started  to  developed.  Major  re- 
forms, known  as  Pakto,  were  introduced  in 
October  1988  and  have  been  followed  by 
other  measures  since  then.  These  include 
liberalisation  to  improve  the  financial  struc- 
ture improvements  in  prudential  regulations 

Table  4 


and  the  supervisory  framework,  further 
reduction  in  the  scope  of  credit  programs 
and  further  relaxation  of  controls  on  interest 
rates  and  the  foreign  exchange  system.  The 
essence  of  the  reforms  is  codified  in  the 
Banking  Law  No.  7  of  1992. 


THE  CHRONOLOGY  OF  FINANCIAL  SECTOR  REFORMS,  9183-1991 


June  1983 

February  1984 
January  1985 

May  1987 

July  1987 
October  1988 


March  1989 


January  1990 


February  1991 


November  1991 


Elimination  of  credit  ceilings  and  ending  control  on  interest  rates  for  time  deposits 
and  credits;  and  reduction  in  the  types  of  priority/program  credits  which  are  eligible 
for  Bank  Indonesia  liquidity  credits. 

Reintroduction  of  Bank  Indonesia  Certificate  (SBI)  to  support  open  market  operations 
and  introduction  of  rediscount  windows. 

Introduction  of  money  market  instrument  (SBPU)  consisting  of  promisory  notes  of 
bank  customer,  of  banks,  NBFI's  and  trade  bills.  Rediscount  facilities  to  banks  were 
also  set  up  by  Bank  Indonesia  to  help  both  the  day  to  day  reserve  management  as 
well  as  manurity  management. 

With  the  objective  of  improving  fund  management,  Bank  Indonesia  raised  the  interest 
of  SBPU's,  SBI's,  discount  facilities  and  of  the  swap  premium. 

Introduction  of  auction  system  for  the  trade  of  SBI's  and  SBPU's. 

Introduction  of  measures  to  foster  competition,  i.e.:  (a)  Lessening  restrictions  on  entry 
and  branching  for  foreign/domestic  banks;  (b)  allowing  public  enterprises  to  place  up 
to  50  per  cent  of  their  deposits  outside  State  banks;  (c)  Allowing  NBFI's  to  issue 
CD's;  (d)  permitting  banks  and  NBFIs  to  raise  capital  in  the  stock  market,  (e)  Basing 
entry  to  leasing,  insurance,  venture  capital,  consumer  finance  and  securities  activities; 
(f)  reducing  reserve  requirements  from  15  per  cent  to  2  per  cent;  and  (g)  improve- 
ments in  other  aspects  of  protective  and  preventive  measures. 

Introduction  of  decrees  clarifying  matters  with  regard  to  NBFIs,  legal  lending  limits, 
joint  venture  capital  ownership  and  bank  mergers,  the  definition  of  bank  capital,  re- 
serve requirements,  bank  investment  in  stocks,  and  bank  exposure  to  foreign  exchange 
fluctuations. 

Reduction  in  the  scope  of  credit  programmes  which  are  eligible  for  Bank  Indonesia 
i.e.,  liquidity  credit.  Introduction  of  legal  lending  limits  requirements.  A  regulation 
was  stipulated  to  require  all  domestic  bank  to  lend  20  per  cent  of  their  portfolio  to 
small  firms  and  cooperatives,  and  foreign  and  joint  venture  banks  to  extent  at  least  50 
per  cent  of  their  credit  for  export  oriented  activities. 

Various  measures  were  stipulated  to  improve  banking  management  and  supervision 
by,  amongst  other  things,  requiring  banks  to  step  up  capital  base  according  to  BIS 
regulations. 

Reimposition  of  ceilings  on  offshore  borrowing  for  the  public  sector  (including  state 
banks),  improvements  in  swap  mechanism  and  elimination  of  swap  premia. 
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(2)  Improvements  of  Protective  Measures  i- 

Deregulation  in  both  the  asset  and  liabi- 
lity sides  of  their  operations  requires  banks 
to  adjust  their  portfolio  structure.  The  past 
credit  ceilings  and  'other  discretionary  con- 
trols operated  by  mainly  forcing  the  state 
banks  into  portfolio  positions  that  they  have 
would  not  otherwise  voluntary  accepts.  The 
adjustment  process  for  the  state  banks  has 
become  more  difficult  because,  in  January 
1990,  the  government  also  announced  its  in- 
tention to  gradually  remove  their  exclusive 
access  to  liquidity  credit  facilities  from  the 
central  bank  and  to  public  sector  deposits. 

To  assist  financial  institutions  to  cope 
with  more  competitive  markets.  Bank  In- 
donesia established  two  rediscount  facilities 
in  February  1984  as  protective  measures. 
The  facilities  are  made  available  for  only 
those  banks  categorised  as  "sound"  and 
"sufficiently  sound".  Rediscount  Facility  I 
is  designed  to  facilitate  day-to-day  reserve 
management  by  financial  institutions.  Ac- 
cess to  this  facility  is  based  on  the  sale  of  the 
banks' s  own  promissory  notes  on  a  discount 
basis.  The  basic  discount  rate  is  generally  de- 
termined in  relation  to  the  weighted  average 
of  rupiah  time  deposit  interest  rates.  Access 
is  limited  to  five  per  cent  of  banks'  third- 
party  liabilities.  Rediscount  Facility  II, 
which  replaced  the  previous  emergency 
credit  facility,  is  intended  to  promote  long- 
term  lending  by  offering  temporary  relief  to 
banks  that  face  risks  associated  with  maturi- 
ty mismatch  between  assets  and  liabilities. 
The  uses  of  Bank  Indonesia's  Credit  Facili- 
ties during  the  period  of  1987-1991  are 
shown  in  Table  5. 

As  of  now  there  is  no  deposit  insurance 
scheme    in    Indonesia    to    protect  bank 


customers  in  the  case  of  actual  or  impending 
bank  failures.  To  prevent  bank  failures,  the 
authorities  encourage  bank  take-overs  and 
mergers  which  spread  out  losses  and  risks 
among  many  banks.  Only  the  well-connected 
banks  have  special  access  to  public  funds. 

(3)  Strengthening  the  Preventive  Measures 

Pakto  improved  the  prudential  or  pre- 
ventive regulations  which  are  aimed  at  con- 
trolling the  level  of  risk  assumed  by  lending 
institutions,  which  affects  the  probability  of 
failure.  They  include  extension  of  Bank  In- 
donesia responsibilities  both  for  setting  uni- 
fied reserve  requirement  ratio  and  for  super- 
vising all  financial  institutions  to  give  them 
equal  footing.  The  credit  regulations  are  also 
included  in  his  topic,  which  will  be  discussed 
further  in  Section  (5).  The  reserve  ratio  was 
reduced  from  15  per  cent  to  2  per  cent  in  Oc- 
tober 1988.  This  and  the  fall  in  the  currency- 
deposits  ratio  as  well  as  the  increase  in  sav- 
ings and  deposits  mobilisation  have  in- 
creased the  supply  of  funds  and  reduced 
their  cost  of  money. 

Bank  Indonesia  has  adopted  prudential 
regulations  and  a  supervisory  framework  as 
outlined  by  the  Committee  on  Banking  Re- 
gulation and  Supervisory  Practices,  under 
the  auspices  of  the  Bank  for  International 
Settlements  (BIS)  in  1974.  In  line  with  the 
BIS  recommendations,  the  new  measures 
also  raise  the  bank's  capital  adequacy  ratio 
(CAR)  which  links  the  capital  base  of  len- 
ding institutions  with  their  risk-weighted 
assets. 


•"Bank  Indonesia  has  set  a  schedule  for  banks  to  raise 
their  capita!  to  5  per  cent  of  their  risk-weighted  assets  by 
March  1992,  7  per  cent  by  March  1993  and  8  per  cent  by 
the  end  of  1993. 


Table  5 


THE  USE  OF  NEW  BANK  INDONESIA'S  FACILITIES,  1986-1991 
(in  Billions  of  Rupiah) 


Special    Rediscount  of  Money 
Rediscount      Credit      Market  Instrument 
Facility  I      Facility     by  Bank  Indonesia 

SBIs  SBPUs 


Total        Bank  Indonesia  Net  Frovi- 

Use  of    Total      Total  End  of     sion  of 

Sold   Redeemed  Period  Liquidity 

Facili-  Out-  by  Bank 

tifis  standing  Indonesia 


1986 

June  -  -  1,316 

September  -  -  24 

December  67  -  349 

1987 

March  2  -  41 

June  42-5 

September  -  -  146 

December  -  -  - 

1988 

March  -  -  - 

June  -  4  - 

September  2  15 

December  -  75 

1989 

March  -  57  - 

June  -  47     I  - 
September 

December  -  20  - 
1990 

March  -  11  81 

June  38  11 

September  30  11 

December  46  11 

1991 

March  150  23 

June  -  16  - 

September  -  11 

December  -  11 


441 

1,757 

819 

1,006 

2,057 

-300 

1 

1  iH 

i  JO 

z/y 

OyH 

1,1  Z  J 

-yy/ 

yo  / 

1  ID'S 

ZZo 

1  /o 

1  AC 

637 

mo 

<  1  1 

1  1 
101 

oi  / 

425 

472 

333 

4 

369 

103 

9 

155 

Z,OJO 

1  ISiA 

1  i^70 

-1  ,ozy 

0/1 

071 

-oil 

1  <i  1 

J,3 1 1 

-768 

50 

54 

2,678 

2,606 

1,185 

-1,131 

1 1 

1 ,  /OJ 

1  177 

1,062 

-1,045 

ID 

3  665 

-3,590 

57 

2,355 

2,698 

2,370 

-2,313 

47 

4,010 

4,318 

2,631 

-2,584 

4,433 

4,421 

2,956 

-2,956 

20 

4,284 

4,814 

3,301 

-3,281 

92 

2,479 

3,451 

2,216 

-2,124 

49 

1,995 

1,865 

2,061 

-2,012 

41 

1,782 

2,510 

1,412 

-1,371 

57 

1,217 

782 

1,529 

-1,472 

6,782 

6,955 

10,007 

1,061 

9,414 

-2,459 

7,739 

7,755 

5,632 

5,317 

11,994 

-4,239 

4,995 

5,006 

3,148 

3,180 

11,410 

-6,404 

4,343 

4,354 

4,882 

4.809 

10,942 

-6,588 

Notes:    1.  Rediscount  F&cility  I;  there  was  no  use  of  Rediscount  Facility  II  in  the  period  covered  by  this  table. 

2.  Since  1988,  emergency  credit  provided  to  banks  (i.e.  part  of  liquidity  credits).  With  the  issuence  of 
January  1990  monetary  measures,  this  facility  has  been  terminated. 


Sources: 


Bank  Indonesia,  Indonesian  Financial  Statistics,  various  issues 
Bank  Indonesia,  Monthly  Reports,  various  issues 
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Capital  is  defined  as  the  sum  of  paid  in 
capital,  general  and  specific  reserves  and  re- 
tained earnings,  plus  subordinated  and  two 
step  loans.'*  The  Legal  Lending  Limits  and 
CAR  regulations  require  banks  to  strengthen 
their  capital  bases.  Additional  investment  is 
also  needed  by  the  banks  to  modernise  their 
systems,  to  improve  their  services  and 
management  capabilities,  to  introduce  new 
financial  products  and  other  forms  of  in- 
novations to  reduce  marginal  cost  and 
spread  as  well  as  to  expand  branch  networks 
in  order  survive  in  a  more  competitive 
market. 

Reserves  and  retained  earnings  of  state 
banks  are  inadequate  to  meet  the  required 
CAR.  Subsequently,  without  meeting  CAR 
they  cannot  go  public  to  sell  shares  in  the 
capital  market.  To  beef  up  their  capital 
bases,  the  government  has  obtained  a  Finan- 
cial Sector  Loan  amounting  to  US$600  mil- 
lion from  the  World  Bank  and  earmarked 
for  this  purpose,  revalued  their  assets,  con- 
verted some  of  the  state  banks'  debts  to 
public  sector  into  equity,  and  taken  over  part 
of  their  non-performing  loans. 

A  combination  of  slow  domestic  eco- 
nomic activity,  tight  monetary  policy,  rising 
proportion  of  non-performing  loans  in  bank 
portfolios,  sluggish  capital  market  and 
stricter  control  on  foreign  borrowings  has 
created  difficulties  for  private  banks  to  raise 
capital  both  in  the  Jakarta  Stock  of  Ex- 
change (JSE).  Since  June  1990,  the  JSE  has 
lost  65  per  cent  of  its  value,  partly  due  to 
erosion  in  public  confidence  in  securities 
traded  in  this  market  because  of  the  poor 
quality  of  accounting  and  legal  systems 
which  have  led  to  unreliable  information  be- 

""Both  of  these  loans  are  basically  government 
guaranteed  foreign  borrowings  mainly  channeled 
through  state  banks. 


ing  issued  by  the  issuing  companies.  Access 
to  domestic  and  international  markets  was 
further  reduced  as  stories  about  failures  of 
domestic  private  banks  and  companies 
began  to  emerge  in  the  news  media.  The  new 
control  on  offshore  loans,  announced  on 
November  19,  1991,  forced  the  newly  estab- 
Hshed  joint  venture  banks  to  increase  the 
amount  of  capital  they  injected  into  their  In- 
donesian operation. 

(4)  Developing  Money  Markets  and  Instru- 
ments 

As  of  now,  the  government  has  not 
issued  bonds  in  the  domestic  market.  Under 
the  balanced  budget  rule,'  the  government 
finances  its  budget  deficits  mainly  by  foreign 
aid  and  loans.  During  the  period  of  oil  boom 
in  the  1970s,  on  a  trial  basis,  the  government 
occasionally  floated  a  small  amount  of 
bonds  in  the  international  money  markets. 
Because  of  this  there  is  no  interbank  market 
in  which  banks  trade  government  securities 
among  themselves. 

To  mop  the  excess  reserves  in  the  bank- 
ing system.  Bank  Indonesia  started  to  de- 
velop the  money  market  by  reactivating  the 
use  of  central  bank's  certificates  (SBI  -  Serti- 
fikat  Bank  Indonesia)  as  a  money  market  in- 
strument in  1984.  Early  in  that  year  Bank  In- 
donesia reduced  the  rate  it  was  then  paying 
on  excess  reserve  in  rupiah  and  stopped  pay- 
ing any  interest  on  excess  foreign  exchange 
reserves  deposited  with  the  central  bank.  At 
the  same  time  Bank  Indonesia  announced 
that  it  would  ceased  paying  any  interest  on 
the  rupiah  excess  reserves  after  additional 
three  months.  Initially,  SBIs  were  auctioned 
on  the  basis  of  the  pre-announced  rates.  To 
popularise  the  use  of  SBI,  Bank  Indonesia 
has  supplemented  the  existing  daily  auction 
of  that  instrument  with  a  weekly  auction. 
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The  cut  off  rate  in  the  auctions  is  set  by  Bank 
Indonesia,  based  on  bids  and  offers  received. 
Following  Pakto,  fifteen  banks  and  NBFIs 
(non-bank  financial  institutions)  have  been 
authorised  to  act  as  market-makers.  Pre- 
viously, Ficorinvest,  an  NBFI  owned  by  the 
central  bank,  was  the  sole  institution  autho- 
rised for  that  purpose.  The  reactivation  of 
SBIs  market  was  followed  by  the  introduc- 
tion of  private  sector  commercial  papers 
(SBPU  -  Surat  Berharga  Pasar  Uang)  in 
1985. 

Prior  to  establishment  of  SBI  and  SBPU 
markets,  banks  were  heavily  dependent  on 
the  segmented  interbank  money  market  to 
smooth  out  their  liquidity  problems.  During 
that  pre-reform  period,  the  fund  providers 
were  mainly  the  overliquid  state  institutions 
(state  banks  and  Regional  Development 
Banks)  and  the  buyers  were  mainly  the 
private  and  foreign  banks  as  well  as  NBFIs. 
Mainly  as  a  result  of  speculation  against  the 
rupiah,  interest  rates  in  the  interbank  call 
money  market  rose  dramatically  and  reached 
a  peak  of  90  per  cent  in  September  1984.  To 
stabilise  the  money  market,  effective  from 
October  1,  1984,  Bank  Indonesia  set  a  limit 
on  each  bank's  borrowing  in  this  market 
equivalent  to  7.5  per  cent  of  the  bank's 
third-party  liabilities:^  At  the  same  time,  the 
central  bank  introduced  a  special  credit 
facility  as  a  substitute  for  interbank  borrow- 
ing by  banks  that  had  exceeded  their  limit, 
thereby  relaxing  the  limitations  of  the 
regular  discount  facility.  One  half  of  the 
borrowing  under  this  facility  was  to  be  ra- 
paid  within  six  months,  and  the  remainder 
within  a  year  (Nasution,  1985  and  Binhadi 
and  Paul  Meek,  1992). 


'The  limit  on  borrowing  from  interbank  call  money 
market  was  raised  to  15  per  cent  6f  third- party  liabilities 
on  August  7,  1985. 


In  spite  of  various  non-market  policies 
introduced  by  the  government,  as  of  now 
there  is  no  well-developed  secondary  market 
for  SBI  or  SBPUs.  To  encourage  money 
market  development,  the  central  bank  has 
encouraged  the  state  banks,  RDBs  (Regional 
Development  Banks),  and  NBFIs  to  sell  their 
surpluses  in  this  market  rather  than  in  the 
traditional  interbank  money  market.  This 
and  the  limitation  on  interbank  borrowing 
have  diminished  the  role  of  the  interbank 
call  money  market.  As  part  of  the  Pakto 
measures,  banks  were  required  to  temporari- 
ly use  their  excess  liquidity  to  purchase  addi- 
tional SBIs  with  three  and  six  months  matu- 
rities. The  objective  was  to  popularise  the 
use  of  that  instrument  and  to  help  sterilise 
the  liquidity  impact  of  the  reduction  in  the 
required  reserve  ratio.  The  short-term  issues 
were  fully  redeemed  in  February  1989  and  a 
third  of  the  six  month  issues  were  redeemed 
in  mid- 1989.  This  action  was  combined  with 
a  directive  of  the  acting  Minister  of  Finance 
Dr.  J.B.  Sumarlin  in  June  1987  which  re- 
quired the  switching  of  deposits  of  state 
enterprises,  mainly  at  the  state  banks,  into 
SBI. 

The  use  of  such  an  unpredictable,  un- 
stable, inefficient  and  inequitable  non- 
market  instrument,  known  as  "Sumarlin 
shock",  was  repeated  by  the  same  Dr.  Su- 
marlin, who  had  become  Minister  of  Fi- 
nance, on  February  27,  1990.  The  last  shock 
withdrew  seven  to  eight  trillion  Rupiahs 
(US$3.64  to  US$4.1  biUion  at  the  then  ex- 
change rate  at  Rpl,923/US$l)  from  the 
monetary  base.  These  measures  and  in- 
creased SBI  interest  rates  have  raised  the  use 
of  SBI.  The  use  of  such  a  discretionary 
shock,  however,  erodes  the  power  of  Bank 
Indonesia  to  conduct  open-market-type 
ope-ations.  To  enlarge  the  size  of  the  mar- 
ket. Bank  Indonesia  sells  SBI  directly  to  in- 
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stitutional  investors.  The  volumes  of  trans- 
actions in  SBI  and  SBPU  markets  will  be  dis- 
cussed further  in  Section  4(2). 

(5)  Alterations  of  Credit  System 

Pakto  further  reduced  existing  distor- 
tions in  the  credit  markets  but,  at  the  same 
time,  added  new  ones  which  make  credit 
policy  remain  segmented  and  pro-cyclical.  In 
January  1990,  Bank  Indonesia  narrowed  the 
scope  of  the  credit  program  to  four  area, 
mainly  for  rice  production,  marketing  and 
buffer  stock,  and  investment  financing  in  the 
eastern  part  of  Indonesia.  At  the  end  of 
1990,  this  concessionary  credit  was  also 
made  available  for  BPPC  (Badan  Penyangga 
dan  Pemasaran  Cengkeh  -  clove  support  and 
trading  board)  to  finance  its  buffer  stock  of 
cloves.  The  recipient  of  this  credit  is  a  con- 
sortium of  private  traders  who  have  power- 
ful backing  and  have  been  granted  the  ex- 
clusive rigflt  to  operate  a  buffer  stock  for 
cloves.  The  main  use  of  cloves  is  as  an  ingre- 
dient of  clove  cigarettes. 

Three  new  regulations,  related  to  the 
system  of  credit  allocation,  were  introduced 
in  1989-1990.  The  first  rule  is  implied  in  the 
legal  lending  limits  regulation  (LLLR),  effec- 
tive as  of  October  1990,  which  restricts  the 
aggregate  amount  of  loans  and  advances  to 
insiders,  single  borrowers  and  groups  of  bor- 
rowers. This  rule  is  intended  to  democratise 
access  to  bank  credits  in  order  to  inhibit  con- 
centration of  financial  power,  to  protect  the 
interests  of  ignorant  depositors,  and  to  pre- 
vent misuse  of  funds  by  insiders.^  The  sec- 

*In  reality  the  LLLR  rules  are  not  fully  implemented 
as  shown  by  recent  internal  acquisitions  of  PT  Indo- 
cement  Tunggal  Prakarsa  on  its  sister  companies  (100 
per  cent  interests  in  PT  Bogasari  Flour  Mills  and  PT 
Perwick  Agung  ~  the  owner  of  Wisma  Indocement  -- 
and  51  interest  in  the  PT  Indofood  Group).  The  acquisi- 


ond  rule  requires  new  joint  venture  banks 
and  branches  of  foreign  banks  outside  Ja- 
karta to  earmark  at  least  50  per  cent  of  their 
loan  portfolios  for  export-related  activities. 
The  third  rule  mandates  domestic  private 
and  state  banks  to  allocate  a  minimum  20 
per  cent  of  their  loan  portfolios  to  small- 
scale  enterprises  and  cooperatives.  Again 
these  rules  forced  lendirig  institutions  into 
portfolio  positions  that  they  would  not 
otherwise  voluntarily  accept. 

(6)  Restructuring  of  Financial  Market 

The  fourth  aspect  of  deregulation  in 
Pakto  is  to  make  financial  markets  more 
competitive  by  relaxing  the  barriers  to  entry 
into  the  financial  industry.  This  includes  re- 
laxation of  the  "reciprocity  clause"  which 
acts  as  a  "non-tariff  barrier"  to  restrict 
foreign  entry  into  the  domestic  industry. 
Deregulation  allows  foreign  banks  to  pene- 
trate domestic  market  by  setting  up  joint 
venture  banks  with  local  lending  institutions. 
The  area  of  operation  for  foreign  and  joint 
venture  banks  has  been  extended  to  seven 
major  cities.  As  shown  in  Table  2,  the  num- 
ber of  banks  and  their  branches  increased 
rapidly  during  1989-1991.  At  the  end  of 
1991,  the  number  of  joint  venture  banks  was 
increased  to  nineteen  banks,  of  which  nine 
were  from  Japan.  Foreign  banks,  particular- 
ly Japanese  banks,  are  said  to  specialise  in 
providing  services  to  multinational  firms 
from  their  home  countries. 

In  addition,  Pakto  rationalised  the  re- 
quirements for  obtaining  licence  for  dealing 
in  foreign  exchange  transactions.  The 
number  of  foreign  exchange  banks  (state 

tions  were  financed  by  a  group  of  banks  led  by  PT  Bank 
Central  Asia  which  is  owned  by  the  same  business  group 
(Jakarta  Post,  20  July  1992). 
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owned  banks  plus  private  foreign  exchange 
banks  and  foreign  banks)  from  twenty-six  in 
1988  to  fifty-four  in  1991  (Table  2).  These 
relaxation  of  barriers  to  entry  along  with  re- 
placement of  ceilings  on  foreign  borrowings 
of  financial  institutions  with  a  restriction  on 
their  daily  net  open  positions  and  reforms  in 
the  Jakarta  Stock  Exchange  have  improved 
links  between  domestic  and  international 
financial  markets. 

Deregulation  also  partly  removes  tradi- 
tional functional  specialisation  between 
financial  institutions.  The  state  commercial 
banks  are  now  allowed  to  provide  mortgage- 
type  lending  facilities  and  other  non-tradi- 
tional financial  services.  Prior  to  Pakto,  of 
the  state  banks,  only  Bank  Tabungan  Nega- 
ra  (BTN)  was  allowed  to  provide  housing 
loans.  However,  commercial  banks  remains 
banned  from  activities  in  equity  under- 
writing on  the  stock  exchange.  For  their 
part,  ever  since  their  inception  in  the  early 
1970s,  NBFIs  have  become  direct  suppliers 
of  credits  to  a  wide  range  of  financial  and 
non-financial  institutions,  such  as  provision 
of  trade  credit,  working  capital,  and  foreign 
exchange  transfers.  All  of  these  have  in- 
creased competition  between  banks  and 
NBFIs  both  on  the  assets  and  liabilities  sides. 
As  the  capital  market  is  still  to  shallow  and 
narrow  to  support  the  activities  of  twelve 
NBFIs,  while  their  competitive  edge  has  been 
eroded  in  the  "non-program"  sector,  many 
of  the  these  institutions  are  changing  their 
formal  status  into  full  commercial  banks. 

Before  the  reforms,  the  state-owned  len- 
ding institutions  r-elied  on  concessionary  li- 
quidity credits  from  the  central  banks  as  well 
as  relatively  cheap  public  sector's  deposits. 
As  the  supply  of  these  funds  dried  up  follow- 
ing the  reforms  and  the  falling  price  of  oil, 
banks  and  non-bank  companies  resorted  to 
off-shore  commercial  loans  for  financing 


their  resource  imbalances.  We  now  turn  to 
this  key  problem. 

4.  The  Rapid  Growdi  of  Offshore 
Commercial  Financing,  1989-1990 

As  expected,  the  economic  restructuring 
program  and  positive  real  interest  rate  have 
raised  domestic  savings,  induced  re-interme- 
diation, assured  a  higher  quality  of  invest- 
ment and  therefore  encouraged  higher 
growth  of  output.^  As  the  domestic  savings 
are  still  far  below  investment  expenditures, 
Indonesia  continues  to  adopt  the  growth  cum 
debt  strategy.  To  replace  the  declining  net  in- 
flow of  public  sector  external  resources,  the 
authorities  have  intentionally  encouraged  in- 
flow of  both  long  and  short-term  private 
capital.  Long-term  foreign  private  invest- 
ment was  encouraged  by  relaxing  investment 
and  ownership  clauses.  Commercial  borrow- 
ings were  encouraged  by  further  removal  of 
barriers  to  private  capital  flows,  which  in- 
cludes deregulation  of  the  Jakarta  Stock  Ex- 
change and  removal  of  the  former  barriers 
for  foreigners  to  invest  in  domestic  port- 
folios in  1987.  The  relaxation  of  former  bar- 
riers to  capital  movement  has  increased  over- 
seas interest  in  Indonesian  assets.  This  has 
help  push  up  their  paper  value  and  made  it 
easier  to  borrow  money  overseas. 

On  March  25,  1989  the  authorities  re- 
placed the  specific  ceilings  on  foreign  bor- 
rowings by  all  financial  institutions  with  a 
restriction  to  a  daily  net  open  position 
(NOP)  amounting  to  25  per  cent  of  their 

■'Using  annual  data  from  1968-1988,  Warr  (1992), 
for  example,  found  a  positive  response  of  domestic  sav- 
ings in  Indonesia  to,,  the  real  interest  rate  on  banking 
deposits  and  to  depreciation  of  the  rupiah  as  well  as  to 
changes  in  petroleum  revenues.  Harris,  Schiantarelli 
and  Siregar  (1992)  found  that,  during  the  1981-1988 
period,  economic  reforms  also  had  a  favourable  effect 
on  the  performance  of  smaller  firms. 
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capital.  Access  to  international  markets  is 
available  only  to  eligible  foreign  exchange 
banks  and  NBFIs.  These  lending  institutions 
are  also  allowed  to  extend  loans  in  foreign 
exchange. 

In  addition  to  institutional  changes,  the 
authorities  also  provided  incentives  for 
short-term  capital  inflows  by  appreciating 
the  rupiah  and  pushing  interest  rates  up, 
during  1989-1991.  The  high  interest  rate  dif- 
ferential between  rupiah  rates  and  those 
available  offshore  has  encouraged  domestic 
companies  to  borrow  in  foreign  currencies 
and  has  enabled  banks  to  make  a  handsome 
profit  from  interest  rate  arbitrage.  The  in- 
centive to  accelerate  overseas  borrowing  has 
became  greater  as  the  authorities  provided 
explicit  as  well  as  implicit  protection  against 
foreign  exchange  risks. 

As  shown  in  Table  1 ,  the  counterpart  of 
the  current  account  deficit  was  an  increase  in 


both  investment  and  consumption  expen- 
ditures, particularly  those  of  the  private  sec- 
tor. The  share  of  investment  rose  from  26 
per  cent  of  GDP  in  1988  to  nearly  29  per  cent 
in  1990,  real  private  consumption  rising  by 
nearly  10  per  cent  in  1990.  These  and  a  rapid 
rise  in  non-oil  exports  have  pushed  real  GDP 
up  by  more  than  7  per  cent  for  three  years  in 
a  row  in  1989,  1990  and  1991,  with  non-oil 
GDP  rising  by  7  per  cent  to  8  per  cent. 

The  heavy  reliance  of  development  fi- 
nancing on  external  sources  is  reflected  in 
the  financing  of  the  current  account  deficit 
(Table  6).  At  the  same  time  the  table  shows 
an  important  change  of  the  source  of  financ- 
ing by  the  rising  share  of  foreign  direct  in- 
vestment and  commercial  loans  in  the  1990s. 
Offshore  borrowings  of  commercial  banks 
rose  dramatically  from  US$14.6  billion  in 
fiscal  year  1989/1990  to  US$25.2  billion  and 
to  US$27  billion  in  the  following  year.  At  the 


Table  6 


FINANCING  OF  CURRENT  ACCOUNT  DEFICITS,  1983-1991 
(in  US$  Billion) 


1983        1985        1987        1988        1989        1990  1991 


Current  Account  Deficits 

6.3 

1.9 

2.1 

1.4 

1.1 

3.2 

4.2 

Principal  Repayments 

1.5 

2.8 

3.5 

3.7 

3.9 

4.2 

Increase  in  Net  Foreign  Assets 

1.5 

1.2 

-0.3 

0.4 

2.1 

1.2 

Financing: 

Foreign  Direct  Investment 

0.3 

0.3 

0.4 

0.6 

0.7 

1.0 

Portfolio  Investment 

0.4 

0.0 

0.0 

-0.1 

-0.2 

0.0 

Other  Capital 

5.4 

1.5 

3.2 

1.7 

2.4 

2,8 

Resident  Official  Sector 

3.9 

1.7 

2.0 

1.9 

2.8 

0.8 

Deposit  Money  Banks 

1.5 

-0.2 

1.1 

-0.2 

-0.3 

0.0 

Other  Sector 

0.0 

0.0 

0.1 

0.0 

-0.1 

2.0 

Sources:    IMF,  International  Financial  Statistics,  various  issues 

Bank  Indonesia,  Indonesian  Financial  Statistics,  various  issues 
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same  time,  the  share  of  (public  and  private 
sectors)  debt  at  variable  rates  rose  maricedly 
from  35.2  per  cent  (of  total  debt)  in  1988/ 
1989  to  38  per  cent  in  1989/1990.  Partly  due 
to  the  availability  of  fast  disbursing  assis- 
tances (denominated  in  the  US  dollar),  since 
1987,  has  significantly  reduced  the  debt 
denomination  in  the  appreciating  Yen,  from 
39.4  per  cent  in  1988/1989  to  36  per  cent  in 

Table  7 
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1990/1991.  This  helps  improve  the  term 
structure  of  Indonesia's  external  debt. 

The  growing  share  of  offshore  commer- 
cial loans,  following  the  financial  reforms  in 
1988,  has  rapidly  increased  Indonesia's  total 
external  debt  and  deteriorated  its  term- 
structure.  As  shown  in  Table  7,  Indonesia's 
external  debt  was  estimated  to  increase  from 


EXTERNAL  DEBT,  1986/1987-1991/1992 
(in  US$  Billion) 


1986/87 


1988/89 


1989/90 


1990/91 


1991/92 


Total  External  Debt  (by  Creditors) 

Public  Sector 

Suppliers'  Credit 
Financial  Inst. 
Bonds 

Multilateral  Inst. 
Bilateral  Inst. 
Nationalisation 
LNG  Expansion 

Private  Sector  (Commercial  Banks) 

Memo: 

Debt  at  Variable  Rates, 
(%  of  Total  Debt) 
Public  Sector 

Debt  Denominated  in  Yen 

Total  Debt  Service 

Amortisation 
Interest  Payments 

Debt  Service/Exports  (■%) 
(Govn't  Debt) 


44.5 

36.3  . 

4.1 
11.1 

1.2 

6.9 
11.1 

0.1 

1.7 

8.2 


56.4 

44 
4.1 
9 

0.9 
10.7 
15.8 
0.1 
2.5 

12.4 


35.2 
28.7 

39.4 

8.2 

4.2 
4.0 

38.4 
33.1 


58.1 

43.5 
3 

8.9 
0.8 
11.9 
16.4 
0.1 
2.4 

14.6 


38.0 
30.9 

35.7 

8.3 

4.2 
4.1 

32.2 
27.0 


73.2 

48 
2.7 
8.8 
0.7 
14.3 
18.9 
0.1 
2.5 

25.2 


29.6 

35.8 

9.1 

4.5 
4.6 

29.9 
24.4 


77 

50 
2.8 
9.3 
0.7 
14.8 
19.3 
0.1 
3 

27 


9.5 

4.9 
4.6 

29.4 
24.4 


Interest  Payments/Exports  (%) 


18.7 


16 


15 


14.5 


Source:    Bank  Indonesia,  Annual  Report,  various  issues. 
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US$56.4  billion  at  the  end  of  1988/1989  to 
US$58.1  billion  at  the  end  of  1989/1990  to 
further  US$73.2  billion  at  the  end  of 
1990/1991  fiscal  year  and  to  US$77  billion  in 
April  1992.  In  contrast  to  the  rapid  jump  in 
commercial  banks'  offshore  borrowings, 
public  sector  debt  was  reduced  from  US$44 
bilHbn  (1988/1989)  to  US$43.5  bilHon 
(1989/1990)  and  marginally  increased  to 
US$48  bilHon  in  1990/1991  and  to  US$50 
billion  in  April  1992. 


(1)  Financing  the  Public  Sector  Deficit 
The  fiscal  problem  has  been  increasingly 

Q 

apparent  m  the  public  budget.  On  the  re- 
venue side,  inflows  of  new  foreign  aid  and 
loans  have  been  relatively  stagnant  in  real 
terms  while  oil  revenues  are  declining  due  to 
the  falling  price  of  oil.  Meanwhile,  public  ex- 
penditure to  service  external  debt  is  increas- 
ing. In  spite  of  progress  in  revenue  collection 
following  the  1983-1985  tax  reforms,  the  tax 
system  remains  inflexible,  inefficient,  re- 
gressive and  unable  to  raise  sufficient  re- 
venue to  finance  planned  government  expen- 
ditures. Tax  avoidance  remains  widespread 
as  shown  by  the  low  number  of  taxpayers  as 
percentages  of  population,  employment  and 
business  entities  (0.5  per  cent,  2,6  per  cent 
and  2.7  per  cent,  respectively  in  1990/1991). 
Non-oil  revenues  are  mainly  generated  from 
taxes  on  domestic  goods  and  services  and  on 

*The  public  budget  in  Indonesia  only  covers  the 
largest  part  of  financial  transactions  of  the  central 
government  and  thus  does  not  cover  the  transactions  of 
regional  governments,  state  enterprises,  and  autono- 
mous agencies.  The  latter  includes  the  Logistic  Agency 
(Bulog)  which  stabilised  prices  of  foodstuffs  and 
manages  their  buffer  stocks.  In  addition  to  the  formal 
budget,  there  are  also  non-budget  transactions  of  the 
central  government  (Nasution,  1989). 


international  trade,  which  are  inflexible  and 
regressive. 

The  structural  imbalance  of  public  sector 
financing  is  shown  by  the  increasing  public 
sector's  saving-investment  gap.  So  far,  the 
government's  efforts  to  narrow  this  gap  is 
mainly  confined  to  cutting  non-interest  and 
non-salary  components  of  the  public  expen- 
ditures (Table  8).  At  the  moment,  the  go- 
vernment plans  to  float  bonds  in  the  domes- 
tic market.  Except  for  the  reorganisation  of 
the  state-owned  banks,  there  is  no  clear  plan 
to  reorganise  and  to  privatise  non-bank  state 
enterprises. 

Table  9  depicts  the  structure  of  govern- 
ment "development  expenditure"  during  the 
fourth  Pelita  (five  year  development  plan), 
1982/1983-1987/1988  and  Pelita  V  (1988/ 
1989- 1993/' 1994).  The  pattern  of  this  expen- 
diture reflects  the  underlying  philosophy  of 
the  plans,  with  industry,  infrastructure,  agri- 
culture and  human  capital  receiving  empha- 
sis. Pelita  V  allocates  greater  budget  shares 
for  electric  power,  transport  and  tourism. 

It  should  be  noted,  however,  that  not  all 
of  the  "development  expenditures"  in  the 
government  budget  added  to  the  capital 
stock.  Parts  of  them  were  actually  current 
expenditures  such  as  salary  supplements  and 
fertiliser  subsidy.  Well-designed  public 
works,  such  as  labour  intensive  Inpres  pro- 
jects, and  gradual  upward  adjustments  of 
the  prices  of  state-vended  products  provide 
shock  absorbers  to  the  income  effect  of 
stabiHsation  and  adjustment  since  the  mid- 
1980s. 

The  growing  reliance  by  the  public  sector 
on  commercial  borrowings  is  evident  from 
the  credit  financing  of  state  banks  and  in- 
vestment financing  of  enterprises,  which  is 
not  shown  in  the  formal  budget.  The  govern- 
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ment,  for  example,  encourages  Pertamina,  quified  Natural  Gas)  and  oil  refinery  pro- 
the  state  oil  company  to  finance  its  LNG  (Li-       jects  by  using  commercial  borrowings. 


Table  8 

GOVERNMENT  BUDGET  DEFICIT  AND  TRANSFERS,  1980/1981-1992/1993 

(in  Billions  of  Rupiah) 


Actual  flHH^-  Budget 


1980/81 

1985/86 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93 

1. 

Overall  Budget  Deficit^ 

1,494 

3,572 

6,158 

9,991 

9,429 

11,289 

10,372 

9,600 

2. 

Interest  Payments 

396 

1,497 

3,193 

4,597 

5,414 

5,462 

5,723 

3. 

Primary  Deficit 

1,890 

5,069 

9,351 

14,588 

14,843 

16,751 

16,095 

4. 

Non-Interest  and  Principal 

Debt  Expenditure*^ 

10,931 

19,502 

18,754 

22,050 

26,226 

29,889 

36,175 

40,207 

5. 

Net  Transfer'' 

709 

249 

-2,047 

-949 

-2,510 

-1,695 

-4,009 

-6,302 

6. 

Memorandum: 

9     Prinpinnl  :inH  Tntpr#*5f 

Debt  Repayment,  as 

Percentage  of: 

-  Routine  Expenditure  (%) 

13.5 

27.8 

46.9 

52.8 

49.1 

48.7 

47.1 

47.9 

-  Domestic  Revenue  (%) 

7.7 

17.3 

39.4 

47.6 

41.5 

41.1 

35.8 

34.2 

-  Total  Budget  (%) 

6.7 

14.6 

30.4 

33.2 

31.3 

30.3 

28.4 

28.3 

-  Exports  (%) 

3.4 

17.9 

44.7 

55.2 

50.1 

46.1 

49.2 

50.0 

-  GDP 

1.7 

3.4 

6.6 

7.7 

7.1 

6.6 

6.2 

b.  "Primary  Deficit", 

as  Percentage  of: 

-  Total  Budget  (%) 

16.1 

22.2 

34.7 

44.2 

38.9 

39.1 

31.8 

-  GDP 

4.2 

5.2 

7.5 

10.3 

8.9 

8.5 

7.0 

-  Domestic  Revenue  (%) 

18.5 

26.3 

45.0 

63.4 

51.7 

53.0 

40.1 

c.  Net  Transfers, 

as  Percentage  of: 

-  Total  Budget  (%) 

6.1 

1.1 

-7.6 

-2.9 

-6.6 

-4.0 

-7.9 

-11.2 

-  Domestic  Revenue  (%) 

6.9 

1.3 

-9.8 

-4.1 

-8.7 

-5.4 

-10.0 

-13.6 

-  Exports  (Vo) 

3.1 

1.3 

-11.2 

-4.8 

-10.5 

-6.0 

-13.7 

-19.8 

Notes:    *Total  Expenditure  minus  Domestic  Revenue 

•"Non- Interest  Debt  Expenditure  minus  Domestic  Revenue 
•^Total  Expenditure  minus  Principal  and  Interest  Debt  Repayments 
•"Development  Funds  minus  Principal  and  Interest  Debt  Repayments 
*GDP  Calendar  Year 

Source:    Department  of  Finance,  Financial  jVoto,  various  issues. 
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(2)  Financing  tfie  Private  Sector  Investment- 
Saving  Gap 

Most  of  the  bank  deposits,  which  have 
increased  rapidly  following  the  financial  re- 
forms, are  generally  in  short-term  maturi- 
ties. Foreign  currency  deposits  at  domestic 
banks  have  also  been  rising  following  dere- 
gulation. These  are  related  to,  among  other 
things,  high  inflation  rates  and  lingering  ex- 
pectations of  rupiah  depreciation  and  deval- 
uation. In  1990,  57  per  cent  of  bank  deposits 
consisted  of  time  deposits,  28  per  cent  of 
saving  deposits  and  the  remaining  15  per 
cent  of  demand  deposits.  Figure  1  depicts 
that  the  share  of  time  with  less  than  one  year 
maturity  has  been  increasing  following 
Pakto.  The  share  of  foreign  currency 
denominated  time  deposits  to  total  time 
deposits  was  increasing  from  20.4  per  cent  in 
1990  to  28.5  per  cent  in  1991  (Figure  2).  This 
shows  an  increasing  substitutability  between 
domestic  and  foreign  currency  assets  which 
reflects  the  reward  for  holding  the  financial 
assets  in  rupiah  does  not  match  the  risks. 

In  a  financial  system  which  is  dominated 
by  the  banking  sector,  as  in  the  case  of  Indo- 
nesia, the  bulk  of  private  investment  are 
financed  by  bank  credit.  This,  tax  evasion 
and  family  loans  and  other  forms  of  self 
finance  are  the  main  sources  of  external  fi- 
nancing for  investing  firms.  Tax  evasion  has 
became  more  difficult  along  with  the  pro- 
gress in  the  enforcement  of  the  tax  system. 
As  has  been  discussed  earlier,  the  roles  of  de- 
posits and  offshore  borrowings  as  sources  of 
funds  for  the  banking  system  have  increased 
dramatically  in  the  years  following  the  re- 
forms. These  raised  banks'  loans  rates  as 
they  are  now  more  relying  on  expensive 
sources  of  funds.  Over-dependency  of  bank- 
ing system  on  foreign  financing  is  clearly  evi- 


dent from  the  increasingly  negative  sign  of 
their  net  foreign  assets  position  since  the 
fourth  quarter  of  1989  (Table  10). 

On  the  positive  side,  the  bulk  of  private 
investment  approvals,  outside  the  oil-related 
manufacturing  industries,  are  directed  to- 
wards export  activities,  particularly  in 
labour-intensive  and  resource-based 
manufacturing  industries,  where  Indonesia 
has  a  comparative  advantage.  Some  of  the 
projects  represent  relocation  of  "footloose" 
industries  to  Indonesia  because  of  industrial 
restructuring  in  Japan  and  Asian  NIEs 
(ANIEs)  pushed  by  the  rise  in  labour  costs, 
land  prices,  currency  realignments,  Strieker 
environment  regulations  and  technological 
progress.  These  have  led  Japan  and  the 
ANIEs  to  relocate  labour-intensive  and 
resouce-based  industries  off-shore  and  to 
concentrate  on  high-tech  and  knowledge- 
based  activities  which  produce  high  value- 
added  products.  On  the  other  hand,  deregu- 
lation has  made  it  easier  for  foreigners  to  in- 
vest in  Indonesia.  The  rapid  growth  of  pri- 
vate investment  in  labour-intensive  and  re- 
source-based industries  has  contributed  to 
employment  creation  and  growth  in  narrow- 
based  non-oil  export  commodities  (Table 
11). 

A  good  number  of  the  new  investment 
projects,  however,  produce  either  non- 
traded  goods  or  traded  goods  for  the  still 
highly  protected  segments  of  domestic 
market.  As  a  result,  they  will  either  have  low 
or  negative  contributions  to  exports  and  to 
improve  the  efficiency  of  the  economy.  This 
is  particularly  true  for  the  "mega  projects" 
either  owned  by  state  companies  or  by 
cronies  who  have  powerful  backing  in  the 
government  (fo.r  detailed,  see  Muir,  1991). 
All  of  these  projects  heavily  rely  on  short- 
term  foreign  financing  through  banking 
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Figure  1 

RUPIAH  TIME  DEPOSITS,  BY  MATURITY  («7o) 

1991 


Figure  2 

SHARE  OF  RUPIAH  AND  FOREX  TIME  DEPOSITS 
1990  1991 


Table  10 

LIQUIDITY  POSITION  OF  COMMERCIAL  BANKS,  1986-1992 
(in  Billions  of  Rupiah) 


Rupiah    Minimum  Rupiah  SBI  SBPU  Rupiah  Excess  Polencially 

Liquid      Reserve  Excess  Held  by  Sold  in  Excess      NFA  Available 

Assets      Require-  Reserve  Commercial      The  Liqui-  Held  by  Excess 

ment'  Banks^  Market'      dity  Banks^  Reserve 


Rupiah 

End  of  Current 
Period  Liabili- 
ties 


1986 

March 

9,678 

1,792 

1.45Z 

June 

9,764 

1,650 

1,465 

September 

10,640 

1,514 

1,595 

December 

1,678 

1,691 

1987 

Nfarch 

14,037 

2,195 

2.106 

June 

2,249 

2,153 

ocpiciTiucr 

T  1 

i-'Cvcnic/cr 

J0,7l  / 

2.,3ia 

1988 

March 

17.503 

3,138 

2,626 

J  7,^0^ 

7  mo 

•JCJJICI II  LfCl 

\  \A9 

L.'VVCill  UCI 

1  7<S 

1989 

March 

31  4g7 

1  QOA 

DJU 

June 

J  (OUJ 

OoJ 

OC|  JICIII VCI 

38,429 

7A0 

I^CVCII  llfvl 

47  I 

X.,  J  JO 

OH  J 

1990 

ividl^ll 

7  70i4 

June 

<  1  AA9 

I  ,uzy 

September 

59,777 

2.185 

1,196 

December 

61.621 

2,709 

1,232 

1  77  1 

January 

T  run 

February 

£  1  oni 
o3,8y3 

3,501 

1,278 

March 

57,482 

2,687 

1,150 

April 

59,665 

2,543 

1.193 

May 

60,844 

2,539 

1.217 

June 

63,868 

2,482 

1,277 

July 

66,361 

2,343 

1,327 

August 

70,221 

2,280 

1,404 

September 

71,220 

2,638 

1.424 

October 

72,610 

2.645 

1,452 

November 

69,703 

2.541 

1,394 

December 

73.050 

2,788 

1,461 

1992 

January 

75.870 

2,573 

1,517 

February 

74,810 

2,555 

1,496 

March 

74,533 

3,547 

1,491 

340 

490 

3 

827 

2,143 

2,970 

185 

849 

54 

980 

2,519 

3,499 

-81 

1,013 

123 

809 

3,446 

4,255 

-13 

302 

- 

289 

3,065 

3,354 

89 

105 

26 

168 

2,613 

2,781 

96 

32 

469 

-341 

1,545 

1,204 

29 

780 

- 

809 

2,729 

3,538 

154 

275 

- 

429 

2,391 

2,820 

512 

25 

- 

537 

1,235 

1.772 

28 

690 

50 

668 

1,068 

1,736 

113 

590 

- 

703 

922 

1,625 

1,183 

1,254 

- 

2,437 

714 

3,151 

1,366 

444 

■ 

1,810 

1,091 

2,901 

920 

2,156 

3,076 

809 

3,885 

1,057 

2,483 

- 

3,540 

956 

4,496 

1,493 

2,886 

- 

4,379 

-524 

3,855 

1,868 

2,216 

253 

3,831 

-2,125 

1,706 

1,279 

2,061 

3,340 

-6,367 

-3,027 

989 

1,412 

2,401 

-11,854 

-9,453 

1,477 

1,529 

- 

3,006 

-15,607 

-12,601 

799 

1,152 

- 

1,951 

-15,096 

-13,145 

2,223 

468 

753 

1.938 

-15,352 

-13,414 

1,537 

9,414 

6,782 

4,169 

-16,016 

-11,847 

1,350 

10,472 

6,860 

4,962 

-16,422 

-11.460 

1.322 

1 1 ,679 

7,589 

5,412 

-16,844 

-11,432 

1,205 

1 1 ,994 

7,739 

5,460 

-15,943 

-10.483 

1,016 

12,918 

7.690 

6,244 

-16,845 

-10.601 

876 

11,442 

5.574 

6,744 

-17,561 

-10,817 

1,214 

11,410 

4,995 

7,629 

-17,267 

-9,638 

1,193 

11,332 

4,537 

7,988 

-19,134 

-11.146 

1,147 

10,869 

3,602 

8,414 

-21,035 

-12,621 

1,327 

10.942 

4,342 

7,927 

-20,927 

-13,000 

1,056 

11,374 

3,570 

8.860  . 

-22,647 

-13,787 

1.059 

12.186 

3,302 

9.943 

-23.266 

-13,323 

2,056 

1 1 ,239 

4,196 

9,099 

-23,192 

-14.093 

Source:    Bank  Indonesia.  Indonesian  Financial  Statistics,  various  issues. 

Notes:    'Between  January  1978  and  November  1988.  equal  to  15  per  cent  ofcurrent  liabilities;  since  December  1988 
equal  to  2  per  cent  of  current  liabilities 
"Outstanding  SBI.  Issuance  less  repayment 
■"Outstanding  SBPU,  Issuance  less  repayment 

■"Commercial  Banks  Net  Foreign  Assets  less  their  foreign  currency  liabilities  to  domestic 
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Table  1 1 

EXPORT  OF  INDUSTRIAL  PRODUCTS  BY  FACTOR  INTENSITY,  1983-1991 

(US$  Million) 


SITC 

1983 

1985 

198^ 

1988 

1989 

1990 

1991 

Unskilled  Labour  Intensive 

282.4 

557.4 

1,120.9 

980.7 

2,603.2 

3,971.7 

5,796.4 

Yarn 

651 

13.7 

12.6 

84.1 

109.3 

112.4 

109.3 

203.6 

Fabrics 

652,3 

88.6 

154.3 

294.3 

428.0 

523.0 

745.2 

1,046.9 

Textile  Products 

'  654-7 

3.1 

20.3 

31.2 

48.6 

166.2 

301.8 

387.9 

Glass 

664-6 

8.7 

8.3 

31.1 

98.3 

92.1 

97.3 

117.8 

Firearms 

82 

4.1 

7.1 

27.2 

69.7 

166.5 

286.2 

385.0 

Furniture 

84 

157.2 

339.3 

595.8 

79.7 

1,169.6 

1,646.5 

2,264.9 

Clothing 

85 

2.7 

7.9 

22.4 

81.8 

220.4 

569.5 

994.1 

Footwear 

81,3 

0.9 

1.1 

6.8 

13.0 

23.5 

34.0 

71.8 

Misc.  Consumer  Prod. 

893,5,9 

2.8 

6.1 

25.7 

47.4 

109.0 

124.9 

182.7 

Toys 

894 

0.5 

0.4 

2.3 

5.0 

20.6 

56.9 

141.6 

Human  Capital  Intensive 

68.0 

123.6 

377.6 

643.8 

888.2 

763.1 

1,020.9 

Paints 

53 

5.4 

5.7 

4.6 

9.9 

23.6 

35.9 

36.4 

Perfumes 

55 

35.8 

50.7 

43.7 

52.0 

105.5 

150.2 

213.3 

IxUUUCi 

7  S 

HO  .1/ 

Paper 

64 

5.7 

21.2 

97.9 

138.6 

166.4 

154.4 

266.0 

Steel 

672-9 

0.1 

28.7 

187.6 

268.9 

343.0 

188.0 

249.3 

Metal  Manufacturing 

691-4, 

0.6 

0.2 

6.1 

2i:9 

41.4 

46.3 

55.1 

Cutlery 

696,7 

0.1 

0.2 

1.1 

11.9 

35.2 

52.1 

90.4 

Hand  Tool 

695 

0.1 

0.2 

0.7 

1.1 

1.6 

2.3 

3.3 

Dom.  Electrical  App. 

725 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.2 

Trains 

731 

0.0 

0.0 

0.0 

0.0 

0.2 

1.9 

0.0 

Trailers 

733 

0.0 

0.0 

0.0 

0.0 

0.1 

0.5 

0.4 

Books 

892 

0.2 

0.2 

0.7 

1.4 

1.2 

1.1 

1.1 

Jewelery 

896-7 

19.2 

8.9 

11.0 

89.9 

100.0 

58.2 

37.1 

Technology-  Intensive 

78.6 

154.2 

204.3 

289.2 

386.7 

453.9 

613.3 

Chemical 

51 

12.6 

18.1 

39.5 

37.9 

81.0 

84.0 

128.8 

Medicine 

54 

13.9 

15.4 

19.5 

23.2 

17.0 

18.5 

21.6 

Fertiliser 

56 

46.8 

80.0 

85.7 

133.6 

164.2 

192.8 

297.2 

Plastic 

58 

0.4 

0.9 

15.6 

40.0 

10.4 

20.3 

30.1 

Other  Chemical 

52,7,9 

4.1 

39.2 

42.4 

49.1 

97.7 

119.4 

125.4 

Power  Generating 

111-3 

0.3 

0.2 

0.7 

3.9 

6.8 

10.9 

8.5- 

Other  Ind.  Machineries 

718 

0.0 

0.0 

0.1 

0.2 

7.7 

0.0 

0.1 

Elect.  Power  Machines 

722 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

Electrical  Apparatus 

723 

0.5 

0.5 

0.7 

1.4 

1.9 

8.0 

1.6 

Source:    Central  Bureau  of  Statistics,  Buletin  Ringkas,  various  issues. 
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channels  which  directly  or  indirectly  are 
guaranteed  by  the  government.  Direct 
guarantees  are  given  to  Pertamina,  the  state 
oil  company,  for  financing  its  four  export 
oriented  oil  refineries  (Exor  projects).  In- 
direct or  implicit  guarantee  are  provided  for 
the  well-connected  private  conglomerates. 
To  bail  out  of  PT  Indocement  in  the  1980s 
the  government  bought  its  shares  at  market 
price  and  convested  its  foreign  exchange 
debt  into  rupiah.  In  order  to  bail  it  out,  PT 
CRMI,  a  privately  owned  cold  rolling  steel 
mills  factory,  was  taken  over  by  PT  Kraka- 
tau  Steel,  a  state  owned  company,  in  1990 

The  Exors  are  planned  to  refine  crude 
both  from  domestic  source  as  well  as  from 
the  Middle  East  for  Asia-Pacific  markets.  As 
of  now,  there  is  regional  and  world-wide 
over  capacity  in  oil-based  industry  (Far 
Eastern  Economic  Review,  23  January 
1992).  If  this  trend  continues  in  the  future, 
the  only  contribution  of  the  oil-related  pro- 
jects is,  then,  to  add  to  the  existing  regional 
over  capacity  in  this  industry. 


(3)  Subsidies  on  Offshore  Commercial  Bor- 
rowings 

The  relaxation  of  barriers  to  capital 
flows  is  similar  to  removal  of  a  tax  on  for- 
eign borrowings.  The  rate  of  tax  being  re- 
moved is  equivalent  to  the  price-equivalent 
level  of  the  restriction.  In  addition,  the 
authorities  have  provided  additional  incen- 
tives to  borrow  overseas  by  subsidising  the 
swap  premium  and  by  pushing  up  domestic 
real  interest  rates.  The  subsidy  consists  of 
the  difference  between  the  cost  faced  by 
domestic  borrowers  and  the  true  opportunity 
cost  of  offshore  commercial  borrowings. 
The  latter  consists  of  three  components, 


namely:  international  rate  of  interest  rate, 
the  intermediating  margin  of  the  local  banks 
and  the  expected  rate  of  depreciation  of 
domestic  currency. 

Until  September  1991,  a  special  effective 
exchange  rate  was  made  available  to  domes- 
tic borrowers  by  providing  explicit  and  im- 
pHcit  subsidies  on  the  exchange  rate.  Explicit 
subsidies  were  extended  through  the  ex- 
change rate  swap  facility  at  Bank  Indonesia, 
which  was  introduced  in  January  1979. 
Under  this  facility.  Bank  Indonesia  provided 
forward  cover  to  foreign  exchange  borrow- 
ing contracts-or  swaps-to  banks  and  NBFIs 
as  well  as  for  their  customers  with  a  foreign- 
currency  liability.  The  facility  was  originally 
intended  as  an  inducement  for  inward  for- 
eign investment,  but  it  was  also  used  by  the 
financial  institutions  either  to  fund  them- 
selves or  to  speculate  against  rupiah  (FEER, 
12  December  1991).  The  latter  is  due  to  the 
time  lag  in  either  upward  adjustment  of 
swap  premium  or  nominal  depreciation  of 
the  rupiah  or  combination  of  both. 

.  The  private  sector  offshore  borrowings 
inherently  contain  four  fundamentally  desta- 
bilising characteristics.  First,  most  of  the 
loans  were  syndicated  loans,  with  floating 
interest  rates,  channeled  through  the  bank- 
ing system.  Interest  and  foreign  exchange 
risks  of  such  credit  passed  by  the  lenders  to 
the  borrowers.  Under  the  banking  channels, 
foreign  lenders  only  concern  about  credit 
standing  of  the  borrowers  and  the  health  of 
Indonesia's  macroeconomic  management, 
which  has  been  employed  for  measuring 
sovereign  or  country  risks.  The  relationship 
between  the  original  investor  and  the  ulti- 
mate user  is  impersonal  in  the  sense  that  the 
lender  is  not  interested  to  know  about  the 
microeconomic  indicators  of  the  investing 
firm,  its  equity  investor,  management  and 
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market  prospects.  One  of  the  objectives  of 
deregulation  of  the  Jal<arta  Stock  of  Ex- 
change is  to  change  the  mechanism  of  private 
capital  inflows  from  the  banking  channel  to 
portfolio  investment  in  the  capital  market. 
The  result  of  this  effort  is  still  limited  be- 
cause most  of  the  securities  traded  in  this 
market  are  regarded  as  non-traded  by  inter- 
national standards. 

Second,  their  maturity  transformations 
are  inherently  risky  as  the  short-term  off- 
shore loans  were  being  used  to  finance  in- 
vestment projects  with  considerably  longer 
gestation  periods.  The  strategy  of  "borrow- 
ing short  and  lending  long"  adopted  by  do- 
mestic banks  and  the  high  leverage  financing 
strategy  adopted  by  the  non-bank  domestic 
borrowers  have  made  them  more  prone  to  li- 
quidity, exchange  and  interest  rates  risks. 
Third,  the  level  of  such  borrowing  is  mainly 
determined  by  the  state-owned  companies 
(including  state  banks)  and  the  well- 
connected  private  conglomerates  who  use  it 
to  finance  their  ambitious  investment  pro- 
jects. In  the  past,  when  the  projects  collaps- 
ed (such  in  the  cases  of  Pertamina,  PT  Indo- 
cement  and  CRMI)  it  was  the  government 
which  picked  up  the  tab.  This  put  pressures 
on  public  budget  as  well  as  on  the  balance  of 
payments. 

The  fourr/i  destabilising  characteristic  of 
the  private  borrowing  is  because  the  incen- 
tive to  borrow  overseas  is  determined  by  the 
level  of  subsidisation  of  the  swap  premium. 
The  size  of  the  subsidy  depends  upon  the 
state  of  expectation  regarding  the  exchange 
rate.  Anything  which  fuels  expectation  of 
depreciation,  such  as  high  domestic  inflation 
rates  and  external  shocks  such  as  harvest  or 
production  failures,  would  also  raise  the 
subsidy  element,  reducing  the  ex  ante  cost  of 
foreign  borrowing.  Expectations  are  also 


fuelled  by  borrowers  anticipation  regarding 
changes  in  "the  swap  rate". 

The  last  destabilising  characteristic  of 
off-shore  commercial  borrowings  is  inherent 
in  the  currency  structure.  A  considerable 
share  of  the  commercial  debt  is  derived  from 
Japanese  financial  institutions  and  denomi- 
nated in  Japanese  yen.  Cross  exchange  rate 
fluctuation,  particularly  appreciation  of 
Japanese  Yen  vis-a-vis  the  US  dollar  will 
raise  both  the  stock  as  well  as  the  interest 
rate  of  the  existing  debt.  Appreciation  of  the 
Japanese  Yen,  following  the  Plaza  Accord 
of  the  Group  of  Five  on  September  22,  1985, 
added  US$12.6  billion  (31  per  cent)  to  Indo- 
nesia's public  debt  at  the  end  of  1988  and 
USS 1 .9  billion  (25  per  cent)  to  its  debt  servic- 
ing during  1988.  The  possibility  of  such  a 
Yen  appreciation  is  still  strong  given  the  cur- 
rent US  strategy  to  finance  its  budget  and 
trade  account  deficits  by  attracting  private 
capital  inflows.  As  there  is  no  foreseeable 
change  in  the  US  fiscal  policy  the  strategy 
rests  mainly  on  monetary  policy  by  appre- 
ciating the  dollar  and  keeping  domestic  in- 
terest rates  higher  than  in  the  world  markets. 

5.  Monclarv  Policy  in  the  S(abili.sa- 
(ion  Proyram,  1990-1992 

fl)  Different  Ball  Game 

Financial  reform  changes  the  relation- 
ships between  intermediate  targets  —  money 
and  credit  aggregates  —  and  ultimate  policy 
objectives  —  satisfactory  growth  of  real  GDP 
and  employment,  promotion  of  saving  and 
investment  and  the  deepening  of  domestic 
financial  intermediation,  the  maintenance  of 
price  stability,  and  the  balance  of  payments  -- 
that  existed  during  the  pre-reform  phase. 
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The  controllability  of  operational  variables -- 
money  market  interest  rates  or  exchange 
rates  or  the  level  of  credit  or  money  market 
liquidity  —  also  change  following  the  reform. 

The  removal  of  ceilings  on  credits  and 
off-shore  borrowings  and  selective  credit 
policy  reduces  the  control  of  the  central 
bank  on  the  use  of  credit.  The  problem  has 
arisen  partly  from  failure  of  the  regulators  to 
maintain  adequate  surveillance  and  to  en- 
force the  new  prudential  rules  and  the  more 
complicated  guidelines.  Eor  example,  accor- 
ding to  the  regulations,  foreign  borrowings 
are  limited  to  financing  of  non-oil  export  ac- 
tivities. In  practice,  however,  Bank  Indone- 
sia is  unable  to  enforce  this  ruling  because  it 
is  difficult  to  ensure  that  the  actual  use  of 
credit  programs  conforms  to  their  ostensible 
purposes  due  to  the  fungibility  of  money  and 
the  underdeveloped  stage  of  legal  and  ac- 
counting systems.  Concurrently,  the  removal 
of  credit  ceilings  that  constrained  portfolio 
allocation  has  resulted  in  portfolio  shifts,  in- 
cluding a  demand  to  hold  larger  money 
balances  at  any  given  level  of  interest  rates 
and  income. 

The  money  multiplier  has  increased 
following  the  reform  as  there  is  a  reduction 
in  the  required  reserve  ratio  as  well  as  re- 
intermediation  to  the  banking  system  leading 
to  reduced  cash  holdings  by  the  non-bank 
public.  Decontrol  of  interest  rates  and  the  in- 
troduction of  new  market  based  instruments 
have  shifted  the  interest  rate  sensitivity  of 
money  demand  (Tseng  and  Corker,  1991). 

Deregulation  also  reduces  the  effective- 
ness of  the  central  bank's  moral  suasion  as 
an  instrument  of  monetary  policy.  This  is 
due  to  the  fact  that  the  reduction  in  the  scope 
of  concessionary  credit  programs  has  re- 
duced the  dependency  of  the  state  banks  on 


central  bank's  concessionary  refinancing 
facility.  This  has  been  accompanied  by  a 
steady  erosion  of  the  market  share  of  the 
state  bank  group  at  the  gain  of  both 
domestic  and  foreign  private  banks.  Greater 
access  to  off-shore  loans  has  changed  the 
composition  of  factors  affecting  reserve 
money. 


(2)  The  Choice  of  Monetary  Targets 

Following  the  financial  reforms,  moneta- 
ry policy  in  Indonesia  has  shifted  from 
targeting  aggregate  credit  expansion  to 
targeting  interest  rates  and  the  exchange 
rate.  In  the  more  open  capital  account,  the 
autonomy  of  Bank  Indonesia  to  control  the 
monetary  base  has  been  reduced  as  increases 
(decreases)  in  its  domestic  credit  tend  to  be 
offset  by  losses  (gains)  in  international  re- 
serves. More  mobile  capital,  following  the 
removal  of  former  barriers  to  capital  move- 
ments, tends  to  push  the  level  of  domestic  in- 
terest rates  in  line  with  the  international  rate. 
With  imperfect  capital  mobility  (Edwards 
and  Khan,  1985)  and  a  system  of  managed 
exchange  rate  floating,  as  in  the  case  of  In- 
donesia, the  authorities  may  have  some  auto- 
nomy in  conducting  monetary  policy.  In  the 
short-run,  managed  flexible  exchange  rate 
policy  may  allow  attainment  of  external 
balance  with  multiple  mixes  of  monetary, 
fiscal  and  exchange  rate  policies,  without  in- 
tervention in  the  foreign  exchange  market. 

The  difficulty  in  conducting  monetary 
policy  is  evident  from  the  experiences  in 
1989-1990.  In  the  years  following  Pakto  the 
target  was  to  reduce  interest  rates  by  subsi- 
dising swap  premium  to  attract  large  inflows 
of  short-term  capital.  Subsidisation  of  for- 
eign borrowings  is  similar  to  selling  foreign 
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currencies  at  below  the  going  market  rates  in 
the  foreign  exchange  market  which  draws 
down  foreign  reserves.  As  has  been  discussed 
earlier,  given  the  shallowness  of  the  money 
market,  Bank  Indonesia  could  not  sterilise 
the  massive  capital  inflows  by  open  market 
operations.  By  its  own  making,  therefore, 
the  large  capital  inflows  have  confronted 
Bank  Indonesia  with  a  difficult  choice  of 
either  permitting  the  rupiah  to  appreciate, 
which  would  enlarge  the  external  current  ac- 
count and  compUcate  the  structural  adjust- 
ment process,  or  purchasing  foreign  ex- 
change from  the  public,  which  would  rapidly 
expand  money  supply  and  inflame  the  infla- 
tion rate. 

There  are  two  indications  that  Bank  In- 
donesia has  opted  to  appreciate  the  effective 
exchange  rate  of  the  rupiah.  The  first  in- 
dicator is  the  continuous  decline  in  the 
REER  (Real  Effective  Exchange  Rate)  In- 
dexes (based  on  both  trade  and  SDR  weights) 
as  shown  in  Figure  3.  The  second  sign  is  the 
persistent  high  interest  differential  between 
home  and  foreign  markets,  which  is  higher 
than  the  5  per  cent  target  as  stated  by  the 
authorities.  For  example,  during  the  second 
quarter  of  1992,  the  average  interest  rate  for 
prime  lending  in  Indonesia  was  23  per  cent  in 
contrast  to  5.5  per  cent  in  Singapore  {Far 
Eastern  Economic  Review,  23  July  1992). 
The  average  interest  rate  on  one  year  dollar 
deposits  at  local  banks  in  Jakarta  was  at  8 
per  cent  p. a.  in  contrast  to  3  per  cent  p. a.  in 
Asian  Dollar  Market  in  Singapore.  The  ap- 
preciation of  the  rupiah  was  partly  because  a 
large  part  of  the  short-term  capital  inflow 
was  spent  on  non-traded  goods.  An  obvious 
example  of  this  is  the  use  of  off-shore  com- 
mercial loans  for  financing  of  both  the 
public  and  private  sectors'  ambitious  long- 
term  investment  program,  including  rapidly 


expanding  real  estate  projects,  properties 
and  other  projects  in  land  based  industry. 

As  the  economy  started  to  become  over- 
heated in  1990,  and  foreign  direct  investment 
started  to  decline,  the  stage  was  set  for  pro- 
blems. At  the  same  time,  foreign  lenders 
started  getting  jittery  due  to  bank  failures 
and  liquidity  problems  on  the  part  of  the 
non-bank  private  companies.  Many  of  them 
are  now  in  the  corporate  intensive  care  unit. 
These  problems  were  accompanied  by  an  ail- 
ing capital  market  and  banking  system,  and 
slow  economic  growth  in  Japan.  This  coun- 
try is  the  main  source  of  foreign  funds  both 
for  public  and  private  sectors  in  Indonesia 
and  an  important  importer  of  its  oil  and  non- 
oil  exports.  Slowed  net  foreign  borrowing 
collapsed  the  edifice.  To  halt  inflation  and  to 
maintain  its  foreign  exchange  reserves,  the 
government  has  adopted  tight  monetary 
policy  and  austere  fiscal  policy  to  cool  it 
down.  These  include  the  withdrawal  of 
matured  Bank  Indonesia's  rediscount  facili- 
ties (liquidity  credit),  starting  in  June  1990, 
and  control  of  off-shore  borrowings  of  the 
public  sector  (including  those  of  state 
banks).  All  of  these  have  further  bid  up 
domestic  interest  rates. 

(3)  Back  to  Quantity  Controls  on  Offshore 
Borrowings 

As  the  use  of  market  based  monetary 
policy  instruments  is  perceived  inadequate, 
the  authorities  resorted  to  the  use  of  discre- 
tionary policies.  These  include  tightening 
bank  regulations  and  supervision,  "Sumar- 
lin  shock",  controls  on  private  capital  in- 
flows, measures  to  redirect  the  flow  of  credit 
towards  non-oil  export  activities  and  en- 
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couragement  of  greater  selectivity  in  private 
investment. 

To  slow  the  pace  of  off-shore  commer- 
cial borrowings,  in  September  1991,  the 
authorities  postponed  many  planned  public 
investments  in  "mega  projects",  which  were 
to  be  funded  by  off-shore  loans,  and  set  ceil- 
ings on  new  overseas  borrowing  by  the 
public  sector,  including  the  state-owned 
banks.  On  October  12,  1991,  the  authorities 
announced  ceilings  on  off-shore  borrowings 
for  various  categories  of  borrowers  (state 
and  private  banks  and  state  and  private  com- 
panies) over  the  next  five  years.  Off-shore 
loans  of  state  banks  and  enterprises  require 
approvals  of  a  newly  established  TKPP- 
KTLN  (the  Coordinating  Team  for  Manage- 
ment of  Off-shore  Loans).  It  is  not  clear, 
however,  what  is  meant  by  "voluntary"  ceil- 
ings on  purely  private  sector  off-shore  loans 
because  they  are  only  requested  to  report 
their  borrowings  to  the  authorities. 

The  ceilings  on  state  banks  affect  the 
privately  owned  "mega  projects"  as  well. 
The  growth  of  state  banks'  credit  has  been 
checked  further  by  the  World  Bank's  lending 
requirement  to  freeze  their  assets  at  least  un- 
til 1994.  because  of  the  ceiling  on  off-shore 
loans,  in  April  1992,  the  government  instruc- 
ted Bank  Bumi  Daya  to  withdraw  its  com- 
mitment to  finance  PT  Chandra  Asri's 
US$1.6  billion  olefin  project.  The  already 
used  credit,  amounted  to  US$550  million, 
was  converted  into  "bridging  finance"  with 
a  proviso  that  the  credit  would  have  to  be 
repaid  by  PT  Chandra  Asri  as  soon  as  it 
could  find  foreign  partners  to  continue  the 
project. 

Access  to  international  markets  was  fur- 
ther reduced  as  Bank  Indonesia  revised  the 
swap  mechanism  in  November  1991.  At  the 


same  time,  many  of  the  private  and  state 
banks  had  either  reached  ceilings  on  foreign 
borrowings  or  encountered  Hquidity  and 
solvency  problems.  Since  the  latest  revision 
of  of  the  swap  mechanism,  the  central  bank 
provides  swap  cover  only  to  those  entities 
which  have  borrowed  off-shore  for  a  mini- 
mum period  of  two  years.  In  a  two  year  tran- 
sition period,  banks  must  reduce  their 
holdings  of  contingent  assets  or  liabilities, 
which  mostly  consist  of  hedging  instruments 
or  swaps,  to  a  maximum  of  20  per  cent  of 
their  capital. 


6.  Conclusion 

The  experience  in  the  period  of  1988-1990 
amounted  to  overborrowing  in  the  Indone- 
sian economy.  The  authorities  not  only 
greatly  subsidised  by  off-shore  borrowing, 
but  they  also  did  so  in  a  way  that  seriously 
affected  the  dynamic  stability  of  the  process. 
To  be  sure,  subsidisation  of  off-shore  bor- 
rowing allowed  an  explosion  in  domestic 
credit  to  finance  a  rapid  increase  in  both  the 
public  and  private  sectors  ambitious  invest- 
ment and  consumption  expenditures,  and 
helped  engineer  unprecedented  rates  of  eco- 
nomic growth  in  1989-1991.  But  the  edifice 
was  based  on  inherently  risky  foundations. 

Over-dependency  on  short-term  foreign 
financing  is  the  germ  of  Indonesia's  eco- 
nomic instability,  particularly  when  a  large 
part  of  the  proceeds  are  invested  in  un- 
productive projects,  non-traded  goods  or 
foreign  exchange  speculation.  "Overbor- 
rowing" has  increased  the  fragility  of  the 
financial  system  and  made  the  economy 
more  vulnerable  to  cyclical  and  external 
shocks  such  as  rises  in  interest  rates,  curren- 
cy realignments  and  economic  stagnation.  In 
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such  a  system  of  financing,  the  investment 
and  consumption  booms  were  sustainable 
only  to  the  extent  that  foreign  banks  were 
willing  to  increase  their  exposure  to  In- 
donesia at  an  ever-increasing  pace. 

The  extraordinary  injection  of  commer- 
cial loans  has  generated  a  real  appreciation 
of  the  rupiah,  high  interest  rates  as  well  as 
instability  of  the  financial  system.  All  of 


these  tended  to  squeeze  profitability  in  the 
tradable  goods  sector  during  the  transition 
period  when  this  sector  was  going  through  a 
costly  readjustment  from  the  protective  en- 
vironment of  the  previous  period  of  import- 
substituting  industrialisation  policy,  to  a 
more  export-oriented  economy  and  competi- 
tive market.  The  transition  period  could 
have  been  easier  in  a  reverse  situation  had 
real  value  of  the  rupiah  depreciated  if  real  in- 
terest rates  had  been  lower. 
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The  Indonesian  Strategy  in 
the  Field  of  Agriculture 

H.S.  Dillon 


Current  Situation  and  Main  Trends 
in  Agriculture 


INDONESIA'S  experience  in  guiding 
economic  development  is  relatively  re- 
cent. After  almost  3.5  centuries  of  colo- 
nialism under  Dutch  control,  Indonesia 
struggled,  first  to  gain  and  defend  her  in- 
dependence, and  then  the  necessity  to  trans- 
form the  economy  from  an  almost  solely 
agriculturally  based  colonial  economy  into  a 
more  well-balanced  economy  with  manu- 
facturing and  industrial  sectors.  During  the 
first  twenty  years  of  independence  little  at- 
tention was  given  to  economic  development. 
By  the  time  the  internal  political  struggles 
came  to  in  climax  in  1965  with  the  culmina- 
tion of  the  "New  Order"  government,  eco- 
nomic conditions  had  deteriorated  signifi- 
cantly; production  and  investment  in  key  sec 
tors  had  fallen;  the  government  budget  defi- 
cit reached  50  per  cent,  export  earnings  were 

This  article  has  been  published  in SOLAGRAL.  Col- 
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down,  and  inflation  had  turned  into  hyperin- 
flation. 

The  new  government  under  General  Soe- 
harto,  which  took  effective  control  in  March 
1966,  gave  first  priority  to  the  restoration  of 
the  economy.  The  effort  was  successful. 
Within  three  years  economic  stability  had 
been  achieved.  Inflation,  which  had  reached 
an  annual  rate  of  650  per  cent  in  1966,  was 
reduced  to  below  10  per  cent  in  1969.  These 
successes  permitted  the  government  to  con- 
fidently launch  its  first  five  year  plan  (Pelita) 
for  the  period  1969-1974.  The  decade  of  the 
1970s  was  an  eventful  one  for  Indonesia's 
economic  development.  Compared  to  a 
rapid  growth  of  the  entire  economy  by  about 
6.4  per  cent  per  annum  between  1971  and 
1985,  the  agricultural  growth  rate  amounted 
to  a  respectable  4.4  per  cent  on  average  (ex- 
cluding forestry  and  fisheries)  and  was  sup- 
ported mainly  by  the  expansion  of  food  and 
non-food  crops  while  the  livestock  and  estate 
crop  sector  lagged  behind.  During  this 
period,  the  contribution  of  agriculture  to  In- 
donesia's balance  of  payments  has  remained 
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significant,  both  in  term  of  an  increasing 
share  in  world  export  markets  and  through 
the  reduction  of  earlier  food  import  depen- 
dence. 

Major  improvements  in  the  nutritional 
status  and  health  of  the  population  can  be 
observed,  to  which  food  availability  has 
made  a  significant  contribution.  Average 
supplies  of  calories  and  proteins  presently 
reach  or  exceed  minimum  requirements  on  a 
national  basis.  There  has  been  a  notable 
decline  of  the  share  of  people  suffering  from 
permanent  undernutrition,  although  recent 
estimates  suggest  there  is  still  sizeable  part  of 
the  population,  particularly  in  rural  areas, 
remaining  undernourished.  Major  achieve- 
ments in  agricultural  development  consist 
first  of  all  the  production  of  rice.  Indonesia 
was  a  significant  importer  of  rice  until  the 
early  eighties  when  self-sufficiency  was 
achieved.  This  achievement  reflects  twenty 
years  of  relentless  efforts  by  the  government 
to  promote  rice  production  through  irriga- 
tion development,  price  and  subsidy  policies 
and  the  provision  of  technological  packages. 
Because  rice  occupies  about  two- thirds  of 
total  harvested  area  under  food  crops,  its 
performance  dominates  overall  agricultural 
growth.  One  should,  however,  not  loose 
sight  of  the  fact  that  many  other  food  and 
non-food  farm  crops  performed  comparably 
well.  However,  the  dominance  of  rice  in 
both  production  and  consumption  is  such 
that  the  achievement  of  self-sufficiency 
poses  now  important  policy  issues  which 
have  ramifications  for  the  entire  Indonesian 
economy. 

Agricultural  performance  was  given  a 
wide  scope  and  opportunity  by  the  substan- 
tial investments  made  in  supporting  infra- 
structure, physical,  as  well  as  social  and  in- 


stitutional. These  increased  the  potential  for 
higher  levels  of  agricultural  production,  set- 
ting the  stage  for  direct  incentives  which 
stimulated  farmers  to  use  these  potentials 
more  fully.  Most  of  the  investments  were 
made  by  the  public  sector,  with  irrigation  as 
the  main  element. 

A  substantial  part  of  irrigation  invest- 
ment was  for  the  rehabilitation  of  existing 
systems,  mostly  on  Java,  whereas  another 
part,  notably  in  other  parts  of  the  country, 
added  new  irrigation  systems.  On  the  nega- 
tive side  of  the  ledger,  urbanization  and  in- 
dustrialization particularly  on  Java's  highly 
productive  land  expanded  by  about  1.7  per 
cent  per  year  in  the  past  20  years  leading  to 
reductions  in  land  area. 

Other  investments  in  infrastructure  with 
a  significant  impact  have  been  in  the  areas  of 
rural  road  networks,  market  access  roads 
and  marketing  facilities  including  storage.  It 
is  worth  noting  that  a  major  part  of  these  in- 
vestments were  implemented  through  the 
lower  tiers  of  government,  strengthening 
their  capacity  to  undertake  development 
projects.  Many  were  executed  in  a  labour-- 
intensive  manner  with  very  positive  employ- 
ment effects.  By  bringing  farmers  closer  to 
markets  in  an  economic  sense,  direct  incen- 
tives through  prices  and  subsidies  had  a 
more  direct  impact  on  farm  household  in- 
comes. 

Agricultural  research,  extension  and  edu- 
cation have  also  expanded  and  have  been 
generating  a  stream  of  technological  innova- 
tions which  has  reached  increasing  numbers 
of  farmers.  Until  now,  there  has  been  a 
strong,  almost  exclusive  focus  on  rice  tech- 
nologies at  the  apparent  expense  of  other 
farm  crops.  In  addition,  the  extension  ser- 
vices may  also  be  giving  more  attention  to 
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the  larger  farmers,  causing  smaller  ones  to 
lag  behind  in  the  adoption  of  new  methods. 
Again,  in  this  area  of  public  concern,  the 
achievement  of  rice  self-sufficiency  requires 
a  reconsideration  of  future  directions.  In- 
vestments in  infrastructure  and  services  for 
the  support  of  agriculture  have  opened  op- 
portunities for  higher  production  and  in- 
creased incomes.  The  major  part  of  produc- 
tion growth  was  obtaine'd  from  yield  in- 
creases, distributing  benefits  to  farm  house- 
holds in  proportion  to  their  access  to  land 
and  the  kind  of  titles  held  to  it.  Land  distri- 
bution being  unequal,  these  benefits  there- 
fore were  also  spread  unequally.  A  growing 
number  of  households  depending  on  agri- 
cultural activities  but  not  having  title  to  any 
land  benefitted  only  indirectly. 

•  Presently,  landless  rural  households  may 
constitute  about  half  of  all  rural  households. 
At  the  same  time  some  mechanization  has 
taken  place  on  larger  farms  and  in  rural  pro- 
cessing of  crops,  reducing  agricultural  de- 
mand for  labour.  The  question  thus  arises  as 
to  the  future  contribution  of  agricultural  de- 
velopment in  raising  the  incomes  of  the 
poorest  half  of  the  rural  population  and  to 
the  improvement  of  their  nutritional  levels. 

Direct  incentives  have  been  provided 
over  the  years  to  the  agricultural  sector 
through  a  package  of  government  interven- 
tions which  were  closely  interrelated.  These 
were  primarily  addressed  to  the  rice  sector, 
consisting  of  a  combination  of  price  setting 
subsidies  on  inputs  and  the  provision  of  sub- 
sidized credit.  Maintenance  of  stable  prices 
required  procurement,  stock  and  external 
trading  operations  involving  subsidy- 
elements  in  the  account  of  BULOG,  the 
main  operating  agency.  The  costs  of  these 
policies  account  for  a  substantial  porportion 
of  the  government  budget  and  a  relatively 


high  proportion  of  agricultural  gross  domes- 
tic production.  Under  the  present  circum- 
stances of  budget  pressures  there  is  some 
doubt  as  to  whether  this  level  of  support  can 
be  maintained.  Also,  the  question  arises 
whether  the  focus  on  rice  is  still  justified  now 
that  self-sufficiency  has  been  reached.  And, 
perhaps  more  importantly,  (here  is  the 
general  question  of  whether  current  pac- 
kages of  price  and  subsidy  policies  are  the 
most  efficient  way  to  use  scarce  government 
resources. 

The  preceding  discussion  indicates  that 
the  successes  of  the  past  carry  with  them 
significant  questions  concerning  the  future. 
These  pertain  to  the  potentials  for  sustaining 
future  production  growth,  the  potential  for 
reducing  rural  poverty  and  the  appropriate- 
ness of  current  or  alternative  government 
policies  for  development. 


The  Role  of  Agriculture  in  the  Na- 
tional Econbmy 

Firmly  based  upon  Indonesian's  national 
economy  objectives  of  enhancing  the  general 
level  of  welfare  and  promoting  a  more 
equitable  income  distribution,  our  develop- 
ment strategy  could  well  be  described  as  an 
agriculturally  led  development  strategy.  The 
objectives  of  agricultural  development  in  In- 
donesia can  be  stated  as  follow: 

1.  To  increase  the  quality  of  food  self-suffi- 
ciency. 

2.  To  increase  agricultural  production  in 
order  to  provide  raw  materials  for  both 
the  industrial  sector  and  exports. 

3.  To  increase  farm  productivity  and  the 
value-added  of  agricultural  products  and 

4.  To  increase  the  level  of  farm  incomes. 
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With  more  than  three-fourths  of  the  po- 
pulation living  in  rural  areas,  agriculture 
provides  direct  employment  for  more  than 
half  of  the  total  labour  force.  The  agricul- 
tural sector  accounts  for  24  per  cent  of  Gross 
Domestic  Product  and  for  nearly  half  of  the 
value  of  non-oil  exports.  This  has  contri- 
buted to  non-oil  exports  showing  an  increas- 
ingly large  share  of  total  exports  which  is  ex- 
pected to  reach  more  than  70  per  cent  by 
1994. 

Agriculture  continues  to  be  the  leading 
sector  of  the  Indonesian  economy,  and  agri- 
cultural output  has  grown  by  about  4  per 
cent  per  annum  over  the  past  decade,  above 
the  attained  in  most  other  East  Asian  Coun- 
tries. 

The  very  strong  performance  of  the  agri- 
cultural sector  can  be  attributed  to  three 
basic  sets  of  the  Government  policies.  First, 
sound  macro-economic  management  has 
facilitated  growth  of  the  agriculture  sector. 
The  Government's  flexible  exchange  rate 
policy,  and  strict  adherence  to  currency  con- 
vertibility, has  served  agriculture  well.  With 
respect  to  trade  policy,  the  number  of  regu- 
lations affecting  transnational  movement  of 
agricultural  commodities  have  been  reduced. 
The  recent  move  away  from  non-tariff  bar- 
riers in  the  industrial  sector  should  also  im- 
prove the  inter-sectoral  terms  of  trade  and 
reduce  the  cost  of  inputs  to  the  agricultural 
sector.  Recent  reductions  in  export  tariffs,  as 
well  as  the  streamlining  of  port  and  customs 
procedures,  have  also  benefited  agricultural 
exporters. 

The  second  set  of  Government  policies 
has  focussed  on  food  crop  production.  The 
Indonesian  government  has  given  very  high 
priority  to  rice,  corn  and  soybean  produc- 
tion. In  effect,  this  has  meant  placing  a 


strong  emphasis  on  commodity  specific  pro- 
duction programs,  and  embarking  upon  an 
ambitious  expansion  of  rural  infrastructure 
and  support  services.  As  a  result,  rice  pro- 
duction has  grown  by  6.6  per  cent  per  annum 
over  the  past  decade  (1975-1985),  transform- 
ing Indonesia  from  a  major  rice  importer  in 
the  late  1970s  to  self-sufficiency  in  1984. 

The  third  major  set  of  policies  are  related 
to  tree  crop  investments,  livestock  and 
fisheries  development.  Over  the  last  20  years 
(1968-1988)  the  rates  of  growth  of  meat,  egg 
and  milk  were  registered  at  7.3  per  cent,  14.8 
per  cent  and  12.6  per  cent  per  year,  respec- 
tively. During  this  period,  fishery  produc- 
tion increased  by  4.4  per  cent  per  year.  In  ad- 
dition, these  subsectors  contributed  about  18 
per  cent  of  the  agricultural  Gross  Domestic 
Product  and  provided  almost  8  per  cent  of 
the  employment  in  agriculture. 

The  process  of  agriculture  diversification 
has  been  facilitated  by  greater  use  of  market- 
related  commodity  support  price,  rather 
than  by  targeting  and  regulation.  At  current 
world  price  levels  and  domestic  production 
cost,  Indonesia  can  effectively  compete 
against  imports  across  a  broad  range  of  field 
crops  and  livestock  products  (for  example: 
rice,  corn,  cassava,  tropical  fruits  and  vege- 
tables, poultry,  eggs  and  beef).  Furthermore, 
the  returns  to  farmers  are  expected  to  change 
overtime.  Therefore,  regulations  dictating 
production  patterns  will  be  phased  out  to 
enhance  marketing  and  processing  efficien- 
cy. 

The  Government  is  actively  encouraging 
larger  private  sector  participation  in  agri- 
cultural development,  covering  the  whole 
range  of  production,  processing  and 
marketing  activities.  Domestic  and  interna- 
tional trade  in  agricultural  products  will  be 
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left  largely  to  the  private  sector.  On  the  pro- 
duction side,  the  Government  is  keen  to  pro- 
mote private  sector  involvement  in  tree 
crops,  livestock  and  fishery  development.  To 
his  end,  the  Government  will  provide  rele- 
vant extension  services,  develop  infrastruc- 
ture and  marketing  facilities,  and  continue 
to  improve  the  regulatory  environment. 


Rcforin.s  Since  1986 

Balance  in  Public  Expenditures 

The  falloff  in  government  revenues,  com- 
bined with  the  slowdown  in  rice,  has  caused 
considerable  concern  about  the  growing  ina- 
bility of  the  government  to  stimulate  growth 
through  its  existing  package  of  agricultural 
expenditures.  Part  of  the  problem  is  what 
has  come  to  be  termed  a  lack  of  balance  in 
public  expenditures.  An  examination  of  agri- 
cultural expenditures  shows  that  develop- 
ment outlays  are  dominated  by  production 
and  marketing  subsidies.  Direct  public  in- 
vestments are  dominated  by  foreign  assis- 
tance projects,  the  bulk  of  which  are  in  the 
tree  crops  sector.  Public  investment  has  been 
driven  largely  by  development  expenditures 
to  the  neglect  of  operations  and  main- 
tenance. 

As  part  of  the  government's  overall  pro- 
gram of  fiscal  restructuring  an  effort  has 
been  made  to  wean  subsidies  from  the  go- 
vernment'js  budget  and  put  more  emphasis 
on  consolidating  capital  investments  and  im- 
proving the  use  and  maintenance  of  the 
capital  stock.  In  agriculture,  important 
savings  have  been  registered  by  reducing 
subsidy  levels  in  irrigation,  pesticides,  rural 
credit  and  fertilizers. 


An  Irrigation  User  Fee 

The  government  established  an  irrigation 
user  fee  in  1987,  on  a  trial  basis,  as  part  of  an 
attempt  to  raise  financing  for  watercourse 
operations  and  maintenance.  The  govern- 
ment also  supported  the  transfer  of  opera- 
tion and  maintenance  responsibilities  for 
selected  secondary  and  tertiary  systems  from 
government  agencies  to  private  water  user 
associations.  This  transfer  of  financial  res- 
ponsibility, in  combination  with  various 
training  programs  for  water  user  association 
members  is  designated  to  increase  water  use 
efficiency  while  reducing  government's  fiscal 
burden  for  irrigation.  It  has  been  difficult  to 
instill  more  efficient  management  practices 
because  water  has  historically  been  supplied 

Table  1 

GOVERNMENT  FINANCING  OF  IRRIGATION 


(Current  Cost)  Average/ 


Fiscal  Year 

Total 

Hectare 
(Rp./Ha) 

(Billion  Rp) 

1979-1980 

13.3 

2,965 

1980-1981 

19.9 

4,398 

1981-1982 

26.0 

5,685 

1982-1983 

31.2 

6,920 

1983-1984 

32.9 

7,093 

1984-1985 

44.2 

8,625 

1985-1986 

46.4 

8,955 

1986-1987 

39.9 

8,268 

1987-1988 

37.5 

.  7,702 

1988-1989 

43.5 

8,936 

Note:  Total  current  costs  of  irrigation  include 
INPRES-APBD  and  DIP  APBN  and  PBB 
financing.  Average  costs  refer  to  expenditures 
on  the  total  commaiTd  area  serviced  by  the 
Directorate  General  for  Water  Resources  De- 
velopment. 

Source:    Department  of  Agriculture,  Directorate  Ge- 
neral of  Water  Resources  Development. 
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as  a  free  resource  and  since  tradition  irriga- 
tion systems  rely  on  the  constant  and  con- 
tinuous flow  or  irrigation  water  in  the 
canals.  More  farmer  financing  of  irrigation 
is  likely  to  occur  by  default  since  real  govern- 
ment expenditures  on  irrigation  have  de- 
clined sharply  since  1985.  Between  1985  and 
1987,  nominal  expenditures  on  irrigation,  on 
a  per  hectare  basis,  declined  by  14  per  cent. 
Real  expenditures  declined  by  approximately 
twice  as  much. 

Pesticide  Subsidies 

Substantial  savings  have  also  been  made 
by  eliminating  pesticide  subsidies.  Pesticide 
subsidies  accounted  for  more  than  50  per 
cent  of  the  total  cost  of  agro-chemicals  in  the 
mid-1980s.  Supported  by  the  high  industrial 
subsidy  and  protected  domestic  market, 
pesticide  and  insecticide  consumption  grew 
rapidly  through  the  1980s.  The  growing  re- 
cognition of  the  adverse  environmental  ef- 
fects of  pesticide  over-use,  combined  with 
the  resurgence  of  brown  planthoppers  in 
1986,  led  to  the  passage  of  a  bill  proclaiming 
the  need  for  universal  adoption  of  integrated 
pest  management.  A  target  of  4  million  far- 
mers trained  in  integrated  pest  was  set  as  a 
target  for  the  Fifth  Five-year  Development 
Plan.  By  Finance  Department  fiat,  the  pesti- 
cide subsidy,  which  had  cost  approximately 
200  billion  rupiah  per  year  (about  1 10  mil- 
lion US  dollars),  was  abolished  in  late  1988. 
Although  the  ultimate  results  are  positive, 
initial  adjustment  costs  to  the  farmers  of  the 
pesticide  subsidy  phase  out  may  be  high  be- 
cause of  the  lack  of  farmer  awareness  of  in- 
tegrated pest  management  techniques  and  a 
lack  of  preparation  in  the  extension  corps 
for  the  switch  from  chemical  to  biological 
control  mechanisms. 


Rural  Credit 

During  the  1980s,  the  rural  credit  sector 
matured  from  its  early  role  as  a  broker  for 
government  development  finance  into  a 
more  commercially  based  financial  system. 
There  has  also  been  a  significant  growth  in 
rural  savings  and  rural  lending.  Rural  savings 
in  the  banking  system  increased  from  under 
a  billion  rupiah  (550.000  US  dollars)  in  1983 
to  more  than  288  billion  (over  150  million 
US  dollars)  in  1988.  The  lifting  of  interest 
rate  ceilings  in  1983  provided  opportunities 
for  BRI  to  expand  commercial  lending  and 
saving  mobilization  operations  without  fear 
of  financial  loss. 

As  a  result  of  a  positive  set  of  rural  credit 
policies,  a  six- fold  increase  in  rural  lending 
was  accomplished  between  1980  and  1988. 
More  importantly,  an  increasing  share  of 
rural  lending  was  at  or  near  commercial  rates 
under  general  lending  programs,  rather  than 
under  particular  subsidized  projects  or  in- 
vestments. Agriculture,  however,  has  only 
absorbed  approximately  8  per  cent  of  total 
State  Commercial  Bank  (SCB)  lending,  re- 
flecting the  comparative  lack  of  financial 
deepening  in  the  rural  sector.  High  ad- 
ministration costs  of  smallholder  credit  pro- 
grams limit  the  scope  for  greater  financial 
deepening  in  the  rural  areas. 

Although  rural  lending  has  become  in- 
creasingly commercially  oriented,  Bank  In- 
donesia liquidity  credits  (the  main  monetary 
expansion  instrument)  remain  the  primary 
source  of  funds  for  State  Commercial  Bank 
rural  lending.  The  State  credit  banks  are 
plagued  by  a  maze  of  different,  subsidized 
credit  terms  for  all  program  lending  opera- 
tions. Throughout  the  1980s,  the  rural  banks 
have  been  used  as  the  financial  delivery  ser- 
vice for  government  development  projects, 
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Table  2 


RURAL  SAVINGS,  1984  TO  1988 
(Billions  of  Rupiah) 


Period 

Outstanding  Savings  Balance 

1984- December 

.307 

1985-December 

5.134 

1986-December 

82.405 

1987-December 

182.637 

1988- December 

288.631 

Note:    Figures  refer  to  BRI  savings  schemes  which 
started  in  November  1984. 


Source:    Department  of  Finance,  1989. 
Table  3 

OUTSTANDING  BANK  CREDITS 
(Billions  of  Rupiah) 


As  a  Per  Cent  of 


Period 

Credit  Outstanding 

Total  Outstanding 
Bank  Credits 

1979-1980 

411 

6.5 

1980-1981 

615 

7.5 

1981-1982 

898 

8.4 

1982-1983 

1,154 

8.4 

1983-1984 

l,3Ck5 

8.1 

1984-1985 

1,390 

7.2 

1985-1986 

1,825 

8.1 

1986-1987 

2,197 

7.9 

1987-1988 

2,891 

8.2 

1988-1989 

3,397 

8.1 

Note:  Values  refer  to  outstanding  credits  from  all 
banking  institutions  reported  at  the  end  of  the 
fiscal  year  1988-1989  figures  refer  to  that  as  of 
the  end  of  September  1988. 

Source:  Department  of  Finance,  Directorat  General 
of  Monetary  Affairs. 

particularly  in  the  tree  crops  sector.  On  the 
negative  side,  the  involvement  of  the  rural 
banks  in  credit  subsidy  delivery  and  govern- 


ment project  implementation  has  had  a  poor 
influence  on  repayment,  credit  discipline  and 
financial  deepening. 

The  bulk  of  the  program  lending  in  agri- 
culture is  in  what  could  be  considered  as  low 
priority  uses.  The  vast  bulk  is  allocated  for 
the  procurement  of  rice  and  sugar.  In  these 
cases,  low-cost  credit  is  an  expensive  means 
of  transferring  resources  to  BULOG  and  the 
KUD'st  By  international  standards,  the  costs 
of  banking  in  rural  banking  remain  high. 
The  1988  banking  reforms  set  the  stage  for 
greater  competitiveness  in  rural  lending 
although  these  reforms  have  generated  consi- 
derable confusion  due  to  the  regulatory  link- 
ing of  geographical  location  and  bank 
solvency  conditions. 


Chemical  Fertilizers 

The  largest  agricultural  subsidy  has  been 
on  chemical  fertilizers.  Initially  subsidiza- 
tion of  chemical  fertilizers  was  used  as  a 
mean  of  encouraging  adoption  of  a  package 
of  high  yielding  rice  technology.  Later,  after 
the  early  adoption  stage  of  HYV's  had 
passed,  continued  fertilizer  subsidies  were 
justified  as  a  mean  of  stimulating  rice  pro- 
duction and  hence  reducing  imports.  Later 
still,  after  the  measure  of  rice  self-sufficiency 
was  reached,  fertilizer  subsidies  were  sup- 
ported as  a  mean  of  transferring  income  to 
the  farm  sector.  This  was  defended  as  a 
means  to  offset  the  implicit  costs  of  a  high 
degree  of  industrial  protection. 

During  the  1980s,  fertilizer  utilization 
rose  at  a  heroic  pace.  Urea  consumption  in- 
creased by  12  per  cent  per  year  from  1978  to 
1987.  During  this  same  f)eriod  TSP  con- 
sumption rose  by  17.7  per  cent  per  year.  The 
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Table  4 

BRI  SHORT-TERM  AGRICULTURAL  CREDIT  PROGRAMS 
(as  of  November  1983)  -  Billions  Rp 


Credit 

Credit 

Realized 

Loan 

Accumulated 

Program 

Earmarket 

Loans 

Repayments 

Arrears 

I.  TRI  Sugar 

1,808 

1,154 

952 

23.1 

2.  TRI-KUT  Sugar 

351 

207 

72 

3.  KUT  Food  Crops 

315 

127 

49 

5.5 

4.  Clove  Trade 

57 

193 

189 

1.2 

5.  Poultry  Devt. 

25 

20 

3 

25.3 

6.  Fisheries/KUD 

66 

57 

6 

71.8 

7.  Fisheries  IKPI 

14 

14 

3 

11.2 

8.  Fertilizer  Dist. 

34 

66 

57 

9.  Rice  Stocks 

334 

2,051 

2,015 

7.3 

10.  Palawija  Stocks 

54 

26 

25 

.5 

11.  Bimas  Credits 

498 

106 

42 

85.8 

Tola! 

3,557 

4,021 

3,415 

231.8 

Note:    Figures  are  cumulative  and  refer  to  credit  and  collections  as  of  November  1988.  Accumulated  arrears  refer 
to  arrears  in  interest  and  principal. 


fertilizer  subsidy  burden  increased  as  utiliza- 
tion increased.  Total  budgetary  subsidies  to 
fertilizer  were  just  over  125  billion  Rupiah 
(68  million  US  dollars)  in  1980.  Actual 
realized  financial  subsidies  reached  just  over 
a  trillion  rupiah  in  1988  (550  million  US 
dollars).  Starting  in  1985,  actual  fertilizer 
subsidies  have  been  greater  than  total  de- 
velopment expenditures  for  agriculture  and 
irrigation. 


Indonesia's  Participation  in  the  In- 
ternational Agricultural  Commodi- 
ties Trade 

Indonesia  would  appear  to  have  a  little  to 
lose  from  full  participation  in  the  interna- 
tional agricultural  trade  negotiations.  Indo- 
nesia's Aggregate  measure  of  Support 
(AMS)  is  small  relative  to  those  in  developed 


countries,  in  other  developing  countries  and 
in  the  newly  industrialized  states  if  com- 
modities that  are  taxed  are  eliminated  from 
the  measure.  The  industrialized  countries  are 
primarily  concerned  with  the  budgetary  cost 
of  the  agricultural  surpluses.  Thus,  they  are 
not  likely  to  have  much  interest  in  elimi- 
nating agricultural  taxation,  at  least  under 
the  auspices  of  GATT.  Also,  many  of  the 
policies  used  by  developing  countries  to  tax 
agriculture  are  unlikely  to  be  included  in  the 
agricultural  negotiations,  exchange  rate 
policies,  for  example. 

Many  of  the  types  of  policy  which  In- 
donesia is  most  interested  in  keeping  are  like- 
ly to  be  allowed  under  the  GATT.  The  mid- 
term review  conducted  in  April  1989  would 
allow  expenditures  on  infrastructure  devel- 
opment in  developing  countries.  This  may 
not  be  much  of  a  concession,  however,  since 
most  developed  countries  would  favour 
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keeping  non-commodity  specific  expen- 
ditures such  as  these.  Thus,  subsidies  for  re- 
search and  extension  and  for  the  develop- 
ment of  marketing  and  distribution  systems 
may  also  be  allowed. 

Under  the  mercantilistic  philosophy  of 
the  GATT,  countries  expect  reciprocity  for 
policy  changes  that  may  in  fact  be  in  their 
own  interest.  Thus,  Indonesia  can  expect  to 
receive  credits  for  the  policy  changes  that  it 
has  unilaterally  made  since  1986.  It  can  also 
formulate  a  country  plan  which  is  in  its  own 
strategic  interest.  Indonesia's  country  plan 
could  include  policy  change  that  reduces 
support  to  these  commodities  and  thus 
transfer  resources  into  those  commodities  in 
which  Indonesia  does  have  a  comparative 
advantage.  This  would  require  relaxing  In- 
donesia's import  licensing  requirements  and 
expanding  the  import  of  presently  highly 
protected  products.  Under  special  and  dif- 
ferential treatment,  Indonesia  could  argue 
for  a  longer  adjustment  period  for  making 
such  changes. 

There  has  been  little  discussion  in  the 
GATT  about  policies  to  stabilize  prices  and 
incomes.  Canada  has  argued  that  its  price/ 
income  policies  are  not  trade  distorting  and 
should  be  excluded  from  the  list  negotiated 
policies.  There  are  likely  to  be  significant 
gains  world-wide  if  countries  allow  their 
domestic  markets  to  response  to  world 
market  signals.  In  this  regard,  the  US  recent- 
ly made  a  proposal  to  convert  all  import  bar- 
riers to  their  tariff  equivalents.  For  Indone- 
sia, this  would  require  replacing  import 
licensing  requirements  by  tariffs  and  would 
eliminate  support  operations  on  rice.  Indo- 
nesia could  argue  that  it  should  be  allowed 
State  controls  on  rice  based  on  the  fact  that 
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rice  expenditures  are  a  significant  proportion 
of  consumer  expenditures.  This  would  sepa- 
rate Indonesia  from  Japan  and  other  de- 
veloped countries  which  argue  for  state  con- 
trols on  food  imports  for  reason  of  food  se- 
curity. 

While  the  cost  to  Indonesia  from  parti- 
cipating in  the  agricultural  negotiations  may 
seem  small,  so  also  are  the  short  run  gains. 
Liberations  would  allow  Indonesia  to  de- 
velop new  export  markets  and  the  oppor- 
tunity to  diversify  its  exports.  However, 
there  are  also  technical  constraints  to  ex- 
panding exports  of  the  major  food  commo- 
dities. In  this  regard,  Indonesia  is  similar  to 
many  other  tropical  developing  countries. 
These  countries  could  trade  participation  in 
the  agricultural  negotiations  for  concession 
in  other  negotiating  groups. 

The  few  studies  that  have  been  completed 
on  liberation  of  tropical  product  markets  in- 
dicate that  liberalization  of  these  markets,  as 
well  as  temperate- zone  agricultural  pro- 
ducts, could  leave  developing  countries  as  a 
group  better  off  even  in  the  short  run.  In  the 
case  of  Indonesia,  there  are  indications  that 
the  gains  from  higher  coffee  prices  alone 
would  nearly  offset  any  losses  Indonesia 
might  suffer  from  a  higher  rice  price.  Nego- 
tiations of  tropical  products  are  separate 
from  those  on  other  agricultural  products, 
and  agreements  reached  by  the  two  nego- 
tiating groups  will  be  brought  together  at  the 
end  of  the  negotiations.  However,  tropical 
product  producers  like  Indonesia  could 
make  clear  that  in  return  for  major  conces- 
sions in  the  agricultural  negotiations,  the 
tropical  product  negotiations  should  achieve 
a  degree  of  liberalization  at  least  as  great  as 
that  achieved  in  agriculture. 


The  Structural  Change  of 
Employment,  and  Education  in 

Indonesia 


/  Komang  Gde  Bendesa 


Introduction 


IN  terms  of  economic  conditions  the 
1971-1985  period  consists  of  two  distinct 
sub-periods.  The  first,  1971-1980,  was 
characterised  by  rapid  economic  growth, 
while  the  years  1980-1985  were  a  period  of 
slower  economic  growth.  In  the  first  period, 
agricultural  output,  especially  rice  produc- 
tion increased  rapidly  by  international  stan- 
dards (Booth,  1988).  Education  received 
high  priority.  Real  development  expenditure 
on  education  grew  at  around  24  per  cent  per 
annum  in  the  first  period  compared  with  19 
per  cent  per  annum  for  total  development 
expenditure.  In  the  second  period,  the 
growth  rate  of  real  development  expenditure 
fell  to  about  9  per  cent  per  annum.  This  was 
largely  due  to  the  declining  world  oil  prices, 
which  through  their  impact  on  government 
revenues  adversely  affected  investment  in 
various  sectors  of  economy. 

The  rapid  growth  of  the  economy  in 
1971-1980  was  associated  with  a  substantial 


decline  in  the  agricultural  share  of  the  labour 
force,  from  66.3  per  cent  in  1971  to  55.9  per 
cent  in  1980,  a  fall  of  more  than  10  per- 
centage points.  In  1980-1985,  when  the  eco- 
nomy slowed  down,  the  agricultural  share  of 
the  labour  force  declined  only  slightly  to 
54.7  per  cent  in  1985,  a  fall  of  only  1.2  per- 
centage points.  In  short,  the  change  in  the 
agricultural  share  of  the  labour  force  ap- 
peared to  be  influenced  by  the  slower  growth 
of  GDP.  This  association  follows  a  general 
pattern  of  long-term  development  proposed 
by  Clark  (1957,  p.  492),  Kuznets  (1966,  pp. 
105-113,  1971,  pp.  199-208)  and  others,  that 
as  countries  develop  the  share  of  the  agricul- 
tural sector  in  total  labour  force  declined.  In 
addition  to  this,  the  decline  in  the  agricul- 
tural share  of  the  labour  force  was  closely 
associated  with  the  rapid  expansion  of  edu- 
cation. 

This  paper  examines  the  structural 
change  of  education  related  employment  in 
Indonesia.  Unfortunately,  the  data  on 
liabour  force  in  1990  is  not  available  yet,  so 
we  use  the  Population  Censuses  of  1971  and 
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1980,  and  Supas  1985  for  comparison.  Sec- 
tion one  of  the  paper  overviews  structural 
changes  in  GDP  in  brief.  Section  two  dis- 
cusses structural  changes  in  employment. 
Section  three  examines  expansion  of  educa- 
tion. Section  four  discusses  the  role  of 
government,  followed  by  conclusion  in  Sec- 
tion five. 


S(riic(iiral  Change  in  d)P 

Since  the  government  of  Indonesia 
launched  the  first  Five- Year  Development 
Plan  in  1969,  the  Indonesian  economy  de- 
monstrated impressive  growth  performance, 
at  least  until  the  first  years  of  the  fourth 
Repelita  (1^ive-Year  Development  Plan).  The 
terms  pT  trade  improved  greatly,  mainly  due 
to  the  rise  in  export  prices.  An  improvement 
in  terms  of  trade  of  more  than  13  per  cent 
per  annum  occurred  in  1973-1981  (Sundrum, 
4986,  pp.  44).  The  use  of  the  oil  boom  re- 
ceipts largely  depended  on  the  government 
as  they  very  largely  accrued  to  the  govern- 
ment in  the  first  instance.  The  increase  in  the 
government's  financial  resources  in  this 
period  was  sfient  in  several  ways.  First,  go- 
veYnment  consumption  expenditure  in- 
creased by  12.03  per  cent  per  annum  in  real 
terms  in  1971-1980  to  finance  the  expansion 
of  the  civil  service.  This  led  to  increases  in 
the  purchasing  power  of  those  groups,  nota- 
bly the  civil  service.  Second,  government  de- 
velopment expenditure  increased  substan- 
tially from  35.3  per  cent  in  1969/1970  to  50.5 
per  cent  in  1980/1981  (Sundrum,  19«6, 
Table  7,  p.  50).  Third,  total  investment  grew 
rapidly  at  12.87  per  cent  p'jr  annum.  Its  rela- 
tive share  of  total  GDP  reached  a  peak  in 
1983  at  30.5  per  cent  and  then  tended  to  de- 
cline. 


In  the  second  period,  1980-1985,  the 
situation  was  reversed.  GDP  growth  rate  fell 
to  4.88  per  cent  per  annum.  The  net  barter 
terms  of  trade  index  dropped  from  311.4  in 
1981  to  298.2  in  1985  (Sundrum,  1988,  Table 
1,  p.  38).  This  was  due  to  the  declining  oil 
prices  in  the  spot  and  forward  market  since 
1983.  The  decline  was  induced  by  the  world 
over-supply  of  oil  after  OPEC  failed  to  en- 
force its  quota  system.  This  adversely  af- 
fected investment,  government  expenditure 
and  imports  in  Indonesia  which  in  turn  had 
an  impact  on  aggregate  demand.  The  growth 
rate  of  investment  declined  to  4.0  per  cent 
per  annum  in  this  period,  government  con- 
sumption expenditure  growth  fell  around  7.0 
percentage  points  to  5.0  per  cent  per  annum, 
and  the  growth  in  imports  dropped  drastical- 
ly by  about  13.0  percentage  points  from  16.0 
per  cent  in  the  first  period  to  only  around  3.0 
per  cent  in  the  second  period. 

In  Indonesia,  as  in  most  developing 
countries,  agriculture  still  plays  an  impor- 
tant role  in  GDP.  It  contributed  44.0  per 
cent  to  total  GDP  in  1971;  and  as  develop- 
ment proceeded  its  contribution  tended  to 
decline  to  29.5  per  cent  in  1985  (Table  1).  By 
the  end  of  Repelita  V  the  A  share  of  income 
is  predicted  to  be  21.6  per  cent.'  The  M  sec- 
tor, which  is  expected  to  make  a  large  contri- 
bution in  the  future,  provided  only  22.3  per 
cent  of  GDP  in  1971.  Its  contribution  has 


'The  definition  of  sector  (main  industry)  used  in  the 
Censuses  of  1971  and  1980  and  Supas  1985  which  is 
based  on  International  Standard  Industrial  Classifica- 
tion (ISIC)  classifies  type  of  industryinto  nine  sectors. 
To  simplify  the  analysis,  in  this  study,  the  sectors  are 
classified  into  three  sectors  following  the  World  Bank's 
classification,  viz.  A  sector  (Agriculture,  Hunting, 
Forestry  and  Fishery),  M  sector  (Mining  and  Quarrying, 
Manufacturing,  Utilities  and  Construction),  and  S  sec- 
tor (Trade,  Transportation  and  Communication,  and 
Other  Services). 
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been  increasing  thereafter.  The  largest  por- 
tion of  the  M  sector  GDP  originated  from 
manufacturing  and  quarrying.  The  S  sector 
appears  to  play  a  dominant  role  in  the  later 
period.  Its  share  in  GDP  in  1985  (39.6  per 
cent)  surpassed  that  of  the  A  and  M  sectors. 


Changes  in  employment  in  the  A,  M  and 
S  sectors  in  turn  resulted  in  sectoral  change 
in  labour  productivity  (labour  productivity  is 
defined  as  total  sectoral  GDP  divided  by 
total  employment).  Table  2  presents  sectoral 
labour  productivity  and  its  growth  rate.  The 


Table  1 

GDP  BY  SECTOR  AT  1973  CONSTANT  PRICES 
(Rps  Million),  1971-1985 


1971 

1980 

(%) 

1985 

m 

A 

2,441.0 

(44.0) 

3,424.9 

(30.7) 

4,174.3 

(29.5) 

M 

1,236.7 

(22.3) 

3,456.4 

(30.9) 

4,376.9 

(30.9) 

Industry 

1,041.0 

(18.8) 

2,739.2 

(24.5) 

3,460.0 

(24.4) 

Utilities 

24.7 

(  (0.4) 

77.9 

(0.7) 

128.0 

(0.9) 

Construction 

1  171.0 

(3.1) 

639.3 

(5.7) 

788.9 

(5.6) 

S 

1,867.0 

(33.7) 

4,287.9 

(38.4) 

5,604.2 

(39.6) 

Trade 

924.0 

(16.7) 

1,851.9 

(16.6) 

2,306.2 

(16.3) 

Transport  &  Com. 

210.0 

(3.8) 

609.4 

(5.5) 

847.8 

(6.0) 

Other  Services 

733.0 

(13.2) 

1,826.6 

(16.4) 

2,442.5 

(17.3) 

All  Seclors 

5,544.7 

(100.0) 

11,169.2 

100.0 

14.155.4 

100.0 

Source:    Statistical  Yearbook  of  Indonesia,  BPS:  various  issues. 


GDP  PER  WORKER  AT  1973  CONSTANT  PRICES 
(Rp.  000),  1971-1985 


Annual  Growth  Rate 

1971        1980  1985 


1971-1980  1980-1985 


A 

97.9 

118.8 

122.3 

2.2 

0.6 

M 

371.7 

509.0 

522.5 

3.6 

0.5 

Industry 

392.4 

540.6 

557.0 

3.6 

0.6 

Utilities  • 

711.7 

1,178.7 

1,835.9 

5.8 

9.3 

Construction 

267.3 

385.8 

376.5 

4.2 

-0.5 

S 

199.4 

269.2 

281.1 

3.4 

0.8 

Trade 

226.7 

277.3 

246.8 

2.3 

-2.3 

Transport  &  Com. 

233.1 

415.0 

432.9 

6.6 

0.8 

Services 

167.1 

234.7 

282.9 

3.8 

3.8 

All  Seclors 

147.4 

216.7 

226.6 

4.6 

0.9 

Source:    As  for  Table  1 . 
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first  period  recorded  a  relatively  high  growth 
rate  of  total  labour  productivity  of  4.6  per 
cent  per  annum.  In  the  second  period  the 
growth  rate  fell  substantially  to  below  one 
per  cent  per  annum  resulting  from  the  signi- 
ficant fall  in  the  GDP  growth  rate. 

The  table  shows  that  the  A  sector  is 
characterised  by  low  labour  productivity  and 
a  low  growth  rate  compared  to  other  sectors. 
Apart  from  the  oil  bonanza,  the  rapid 
growth  of  the  M  sector  was  made  possible  by 
the  favourable  environment  created  by  the 
government,  such  as  the  liberalisation  and 
simplification  of  the  foreign  trade  regime 
compared  to  the  1950s  and  1960s. 

Structural  Change  of  FCmploymeut 

One  explanation  for  the  structural 
change  in  employment:  from  agriculture  to 
non-agriculture  can  be  sought  through  pro- 
ductivity of  labour  per  worker.  This  supply- 
side  explanation  may  be  set  out  as  follows. 
As  the  productivity  of  the  agricultural 
worker  increases  due  to  technological  pro- 
gress, the  labour  needed  to  produce  suffi- 
cient food  for  an  entire  society  is  less. 
Labour  will  be  released  from  agriculture  to 
non-agricultural  occupations,  hence  the  pro- 
portion of  labour  engaged  in  agriculture  to 
total  labour  force  declines  (Clark,  1957,  p. 
491).  Thus,  higher  labour  productivity  in 
agriculture  relative  to  other  sectors  will  tend 
to  push  people  out  of  agriculture  to  non- 
agriculture.  On  the  other  hand,  an  increase 
in  the  productivity  of  labour  in  non-agricul- 
tural occupations  will  tend  to  lead  to  higher 
incomes,  which  in  turn  will  pull  people  into 
the  non-agricultural  sector.  As  a  result,  the 
proportion  of  labour  engaged  in  the  non- 
agricultural  sectors  increases  when  labour 
productivity  outside  agriculture  is  higher. 


So,  it  may  be  hypothesized  that  agricultural 
and  non-agricultural  labour  productivity  per 
worker  are  both  negatively  associated  with 
the  agricultural  share  of  the  labour  force, 
and  hence  positively  associated  with  the  non- 
agricultural  share  of  the  labour  force. 

The  relative  importance  of  economic  sec- 
tors in  employment  is  presented  in  Table  3. 
It  shows  that  the  A  sector  is  the  major  source 
of  employment  in  all  periods.  A  sharp  de- 
cline in  the  A  sector's  share  of  employment 
took  place  during  the  19'70s.  The  A  sector 
share  fell  from  66.3  per  cent  in  1971  to  55.9 
per  cent  in  1980.  A  very  limited  capacity  of 
the  agricultural  sector  to  absorb  employment 
especially  in  Java-Madura  (Esmara,  1986,  p. 
107)  may  also  be  responsible  for  the  large 
drop.  The  second  major  source  of  employ- 
ment was  the  S  sector.  In  1980  around  16 
million  people  or  31  per  cent  of  total 
employed  workers  were  engaged  in  this  sec- 
tor, whereas  in  1971  this  sector  provided  on- 
ly 9  million  jobs  or  25  per  cent  of  total 
employment.  A  large  part  of  the  S  share 
originated  in  trade  and  other  services  (finan- 
cial, public  services,  and  other  services).  The 
share  of  the  M  sector  which  was  largely  de- 
rived from  manufacturing  and  quarrying 
was  still  low  compared  to  the  A  and  S  shares. 

The  change  in  the  composition  of  the  sec- 
toral share  of  employment  is  obviously  af- 
fected by  sectoral  employment  growth  rates. 
In  1971-1980,  overall  employment  grew  by 
3.6  per  cent  per  annum  (Table  4).  The  lowest 
growth  rate  of  employment  was  experienced 
by  the  A  sector.  This  was  partly  due  to  its 
large  initial  employment  and  partly  due  to 
reallocation  of  employment  from  the  A  sec- 
tor to  other  more  productive  sectors.  With  a 
growth  rate  of  1 .6  per  cent  per  year  agricul- 
ture absorbed  almost  4  million  additional 
employment  in  1971-1980. 
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Table  3 


EMPLOYED  PEOPLE  BY  SECTOR 
(Million)  1971-1985 


1971  (%) 

1980 

(%) 

1985 

(%) 

A 

24.94  00.3 

TO  O  T 

28. 83 

55.9 

34.14 

54.7 

M 

3.33  8.8 

6.79 

13.2 

8.38 

13.4 

Industry 

2.65               7.  / 

5.07 

9.8 

6.21 

9.9 

Utilities 

0.03  0.1 

0.07 

0.1 

0.07 

O.I 

Construction 

0.64  1.7 

1.66 

3.2 

2.10 

3.4 

S 

9.36  24.9 

15.93 

30.9 

19.94 

31.9 

Trade 

4.08  10.8 

6.68 

13.0 

9.35 

15.0 

Transport  &  Com. 

0.90  2.4 

1.47 

2.8 

1.96 

3.1 

Other  Services 

4.39  11.7 

7.78 

15.1 

8.64 

13.8 

All  Soclons 

37.63  100.0 

51.55 

100.0 

62.46 

100.0 

Source:  Indonesian  Population  Censuses  of  1971  (Series  D)  and  1980  (Series  S,  No.  2),  Supas  1985  (Series  No.  5). 

Table  4 

ANNUAL  GROWTH  RATE  OF  EMPLOYMENT 

BY  SECTOR 

1971-1985 

Annual 

Contribution  to 

Annual 

Contribution  to 

Growth  Rate 

Total  Labour 

Growth  Rate 

Total  Labour 

1971-1980 

Force  Growth 

1980-1985 

Force  Growth 

(%) 

(%) 

(%) 

(%) 

(I) 

(2) 

(3) 

(4) 

A 

1.6 

27.9 

3.4 

48.6 

M 

8.2 

25.6 

4.3 

14.5 

Industry 

7.5 

17.7 

4.2 

10.5 

Utilities 

7.4 

0.2 

1.1 

0.03 

Construction 

11.2 

7.7 

4.8 

4.0 

S 

6.1 

47.6 

4.6 

36.9 

Trade 

5.6 

18.8 

6.9 

24.7 

Transport  &  Com. 

5.6 

4.1 

5.9 

4.5 

Other  Services 

6.6 

24.7 

11.7 

7.8 

All  Sectors 

3.6 

100.0 

3.9 

100.0  ' 

Source:    As  for  Table  .3. 

Note:    Average  proportion  of  sectoral  employment  share  in  two  years  (1971  and  1980)  and  (1980  and  1985)  is  used 
to  calculate  contribution  to  total  labour  force  growth. 
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The  S  sector  made  the  largest  contribu- 
tion to  the  total  growth  rate  of  employment 
(47.6  per  cent)  in  1971-1980  which  was  large- 
ly in  other  services.  The  high  contribution 
was  due  to  its  large  initial  share  of  employ- 
ment together  with  the  relatively  high  em- 
ployment- growth  rate.  A  rapid  growth  in 
"other  services"  was  partly  due  to  an  in- 
crease in  public  services,  on  account  of  the 
expansion  of  the  government's  budget.  For 
example,  as  a  result  of  the  oil  bonanza,  total 
budget  expenditures  on  government  person- 
nel rose  by  about  80  per  cent  in  real  terms  be- 
tween 1973/1974  and  1978/1979  (Gray, 
1979,  p.  106).  The  high  employment  growth 
rate  of  the  S  sector  was  also  associated  with 
the  high  growth  rate  of  the  M  sector  since 
services  are  needed  to  facilitate  industrial 
growth.  An  increase  in  employment  in  ser- 
vices could  also  be  partly  due  to  spinoffs 
from  the  increase  in  the  government  spen- 
ding on  construction  and  partly  due  to  a  rise 
in  demand  for  manufacturing  commodities. 
Another  factor  that  may  have  been  respon- 
sible for  its  high  employment  growth  rate  is 
the  fact  that  services  are,  to  some  extent,  less 
amenable  to  automation,  so  an  increase  in 
output  of  services  would  require  more 
labour  input. 

The  largest  employment  growth  rate  in 
1971-1980  took  place  in  the  M  sector  (8.2  per 
cent).  Construction  registered  the  highest 
employment  growth  rate  (11.2  per  cent) 
followed  by  manufacturing  (7.5  per  cent) 
and  utilities  (7.4  per  cent).  Expansion  of  new 
infrastructure  and  rehabilitation  projects 
have  contributed  to  the  rapid  growth  of  con- 
struction employment.  The  capital  intensive 
firms  do  not  absorb  much  employment.  The 
high  rate  of  employment  growth  was  mostly 
created  by  small-scale  firms  (McCawley, 
1981,  pp.  68-69,  Hill,  forthcoming). 


In  the  second  period,  total  additional 
employment  was  largely  absorbed  by  the  A 
sector  as  its  employment  growth  rate  was  ap- 
parently faster  (3.4  per  cent)  than  that  of  the 
first  period  (1.6  per  cent).  The  contribution 
of  other  services  to  overall  employment 
growth  declined  sharply  to  7.8  per  cent  in 
1980-1985  from  around  25  per  cent  in  1971- 
1980  as  its  employment  share  fell  from  15.1 
per  cent  in  1980  to  13.8  per  cent  in  1985.  The 
decline  in  the  government's  expenditure  re- 
lative to  GDP  may  have  been  responsible  for 
this  fall. 

Table  5 


PERCENTAGE  DISTRIBUTION 
OF  THE  AGRICULTURAL  SHARE 
OF  THE  LABOUR  FORCE  BY  AGE,  1971-1985 


1971 

1980 

1984 

10-14 

79.7 

73.9 

73.8 

15-19 

70.4 

59.6 

59.2 

20-24 

62.2 

50.3 

47.6 

25-29 

62.9 

49.8 

47.2 

30-34 

61.9 

50.9 

48.2 

35-39 

64.0 

53.3 

52.4 

40-44 

63.9 

54.9 

54.3 

45-49 

65.5 

58.8 

56.6 

50-54 

68.6 

61.4 

60.8 

55-59 

70.5 

63.9 

63.7 

60-64 

75.0 

68.1 

68.3 

65  + 

17.1 

70.0 

69.0 

Source:    As  for  Table  3. 


A  clearer  picture  of  the  change  in  the 
agricultural  share  of  the  labour  force  can  be 
seen  when  we  graph  the  agricultural  share  of 
the  labour  force  by  age  as  presented  in  Table 
5.  It  shows  that  the  higher  shares  occur  both 
at  the  youngest  and  the  oldest  age  groups, 
with  a  lower  share  in  the  intermediate  age 
groups. 

This  distribution  of  shares  forms  a  U 
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curve  (Figure  1  for  both  sexes)  with  the 
lowest  point  at  the  20-34  age  bracket  for  each 
of  the  years  1971,  1980  and  1985.  The  marked 
difference  in  the  agricultural  share  of  the  la- 
bour force  at  the  20-34  age  bracket  between 
1971  and  1980  indicates  that  a  rapid  decline 
in  the  agricultural  share  of  the  labour  force 
by  age  occurred  within  the  younger  age 
groups.  This  reflects  the  fact  that  it  is  young- 
sters who  have  moved  away  from  the  A  sec- 
tor to  non-A  sectors.  Hence,  the  U-shape  dis- 
tribution of  the  agricultural  share  of  the  la- 
bour force  by  age  suggests  that  it  is  indivi- 


dual rather  than  family  characteristics  which 
determine  the  sector  of  employment.  In 
short,  for  the  agricultural  sector,  two  ob- 
vious characteristics  of  Figure  1  are  percepti- 
ble. First,  it  depicts  a  U  curve,  and  second, 
the  curve  shifts  down  steeply,  especially  at 
the  20-34  age  bracket,  between  1971  and 
1980.  There  was  a  less  pronounced  down- 
ward shift  between  1980  and  1985.  This  de- 
cline in  the  younger  age  groups  may  be  close- 
ly associated  with  the  rapid  expansion  of 
education.  This  is  discussed  in  the  following 
section. 
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F]\pairsi(Hi  of  F.diication 

Causes  of  Expansion 

Expansion  of  education  may  be  examined 
tiirough  demand  and  supply  factors.^  It  is 
generally  argued  that  the  main  cause  of 
private  demand  for  education  is  the  earnings 
differential  by  level  of  education.  Thus, 
there  seems  to  be  a  positive  correlation  be- 
tween income  earned  and  educational  attain- 
ment. A  number  of  studies  substantiate  this 
argument.  In  Indonesia,  Clark  (1983)  found 
that  those  with  senior  high  school  education 
who  have  jobs  are  earning  much  more  than 
persons  with  lesser  education.  Similarly, 
Ananta  and  Sugiharso  (1988)  found  in  East 
Java  a  positive  relationship  between  educa- 
tion and  earnings,  and  the  relationship  is  one 
of  increasing  returns.  Data  pubHshed  by 
Central  Bureau  of  Statistics  from  successive 
Labour  Force  Surveys  (Sakernas)  (Table  6) 
also  suggest  that  a  significant  income  dif- 
ferential by  education  exists  but  that  the  gap 
has  been  narrowed  over  the  decade  from 
1976  to  1986.  The  ratio  of  salaries  of  college 
graduates  to  those  of  workers  with  incom- 
plete primary  school  was  7.64  in  1976  and 
fell  to  4.3  in  1986. 

The  earning  differential  by  education  in 
Indonesia  may  be  attributed  to  the  standard 
practice  of  fixing  the  educational  require- 
ments for  each  job  and  then  determining 
salaries  accordingly  (Arndt  and  Sundrum, 
1975,  pp.  378-380).  Thus  it  tends  to  cause 


^Education,  from  an  economic  development  point 
of  view,  can  be  classified  into  two  categories:  (1) 
"investment"  education  which  increases  productive 
capacity  and  has  a  high  priority;  and  (2)  "consumi> 
tion"  education  which  does  not  increase  productivity 
and  should  be  treated  as  other  forms  of  consumption 
(Lewis,  1983,  p.  483). 


unemployment  among  the  better-educated 
workers  who  have  higher  expectations  of 
their  level  of  employment  and  remuneration. 
To  overcome  this  problem  it  has  been  sug- 
gested that  salaries  be  related  more  directly 
to  the  duties  and  levels  of  responsibility  of 
the  job  rather  than  to  the  education  of  the 
workers.  However,  in  practice  education  is 
used  as  a  screening  mechanism  for  access  to 
a  job,  on  the  basis  that  those  who  have  more 
education  than  others  allegedly  also  have 
higher  levels  of  ability  (Psacharopoulos, 
1981,  p.  331).  It  may  be  said  that  the  use  of 
education  as  a  screening  device  is  convenient 
since  education  is  regarded  as  an  observable 
proxy  for  ability  and  capability. 

Table  6 


RATIO  OF  AVERAGE  MONTHLY  WAGES 
OF  WORKER  BY  EDUCATIONAL  LEVEL  TO 
NATIONAL  AVERAGE,  1976-1986 


1976 

1978 

1982 

1986 

Incomplete  Pri- 

mary School 

61 

58 

60 

56 

Primary  School 

103 

112 

93 

81 

Junior  High  School 

177 

197 

149 

122 

Senior  High  School 

227 

260 

188 

152 

University 

466 

522 

304 

241 

National  Average 

100 

100 

100 

100 

Source:    Central  Bureau  of  Statistics  (1986),  Indikator 
Tingkat  Hidup  Pekerja:  Table  2,  3. 


Other  factors,  in  addition  to  the  earnings 
differential,  contributing  to  educational  ex- 
pansion especially  in  the  post-literacy  levels 
(Edwards  and  Todaro,  1973;  Todaro,  1989, 
pp.  337-341)  are:  first,  the  high  wage/income 
differential  between  modern  and  traditional 
sector  employment,  second,  perceived 
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employment  probabilities  may  be  exagge- 
rated because  of  the  visible  success  of  earlier 
generations  in  finding  a  job,  and  third,  non- 
economic  factors  such  as  cultural  tradition, 
social  status,  education  of  parents,  and  size 
of  family  influence  the  demand  for  educa- 
tion. 

The  supply  of  education,  in  Indonesia,  in 
contrast  to  the  demand  for  education  which 
is  privately  determined,  is  almost  universally 
a  government  responsibility.  The  govern- 
ment has  paid  great  attention  to  education 
not  only  to  increase  the  quality  of  the  labour 
force  but  also  to  accomplish  the  mandate  en- 
shrined in  the  constitution  of  1945.  How- 
ever, as  the  education  system  has  expanded 
there  has  been  an  increased  demand  for  edu- 
cation at  higher  levels  and  especially  at  the 
tertiary  level,  as,emphasised  in  paper  'certifi- 
cation' rather  than  capability,  increases  {Re- 
pelita  V,  Vol.  II,  pp.  595-597).  Educational 
expansion  may  be  even  faster  in  the  coming 
years  as  the  government  has  planned  to  raise 
the  compulsory  education  requirement  up  to 
lower  secondary  level.  The  plan  will  be  fully 
implemented  in  the  first  year  of  Repelita  VI, 
1994-1999  {Tempo,  2  June  1990,  p.  41). 


The  Rapid  Growth  of  Education:  1971- 
1985 

Since  the  early  1970s,  Indonesia  has  gone 
through  a  massive  improvement  in  the  edu- 
cational attainment  of  the  labour  force  at  all 
levels,  especially  at  the  primary  and  seconda- 
ry levels.  In  1971,  43  per  cent  of  the  labour 
force  had  no  schooling,  while  in  1985  this 
proportion  fell  by  half  to  22  per  cent  (Table 
7).  The  introduction  of  compulsory  educa- 
tion up  to  the  primary  level  in  the  1970s  has 
led  to  a  further  decline  in  the  proportion  of 


the  labour  force  with  no  education,  and 
hence  an  increased  proportion  of  those  with 
primary  education.  At  higher  levels,  the  pro- 
portion of  labour  force  with  upper  seconda- 
ry and  tertiary  quaUfications  has  tripled  to 
9.3  per  cent  in  1985,  compared  to  only  2.8 
per  cent  in  1971. 

Table  7 

PERCENTAGE  BREAKDOWN  OF  THE  LABOUR 
FORCE  BY  EDUCATIONAL  LEVEL, 
MALE  +  FEMALE,  1971-1985 


1971      1980  1985 


1. 

Never  Attended  School 

43.2 

29.6 

21.7 

2. 

Incomplete  Primary 

School 

28.6 

37.6 

34.4 

3. 

Primary  School 

21.6 

21.2 

27.6 

4. 

Junior  High  School 

3.8 

6.4 

7.0 

5. 

Senior  High  School 

2.3 

4.3 

8.0 

6. 

University 

0.5 

0.8 

1.3 

All  Educational  Levels 

100.0 

100.0 

100.0 

Mean  Years  of 

Schooling 

2.8 

3.6 

4.5 

Source:  Computed  from  Indonesian  Population  Cen- 
sus of  1971  (Series  D)  and  1980  (Series  S, 
No.  2);  Supas  1985  (Series  No.  5). 

Note:  Mean  Years  of  Schooling  (MYS)  is  computed  as 
the  sum  of  the  product  of  the  labour  force  and 
the  duration  of  the  formal  education  in  each 
educational  category  divided  by  total  labour 
force.  The  duration  of  the-  formal  education  is 
as  follows:  Never  attended  school  (0  years);  Did 
not  finish  Primary  School  (3  years);  Primary 
School  (6  years);  Junior  High  School  (9  years); 
Senior  High  School  (12  years);  University  con- 
sists of  Diploma,  Academy,  and  University  (15 
years).  The  totals  may  not  add  up  exactly  due  to 
rounding. 
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The  educational  attainment  of  the  labour 
force  as  a  whole  as  measured  by  the  mean 
years  of  schooling  remains  low  on  average; 
however  it  has  increased  significantly  from 
2.8  to  4.5  years  between  1971  and  1983.^ 
This  low  educational  attainment  compared 
with  more  than  7  years  in  both  Malaysia  and 
the  Philippines  is  due  to  the  slow  movement 
of  older,  poorly  educated  cohorts  out  of  the 
labour  force  (Jones  and  Manning,  forth- 
coming, p.  3).  As  would  be  expected, 
workers  in  urban  areas  are  better  educated 
than  in  rural  areas,  and  females  are  less 
educated  than  males  (Table  8).  On  average, 
rural  areas  had  about  half  the  mean  years  of 
schooling  for  females  of  urban  areas  over 
the  period  1971-1985. 

Measured  by  mean  years  of  schooling, 
the  agricultural  labour  force  was  less  edu- 
cated than  the  labour  force  in  the  M  and  S 
sectors  (Table  8).  It  had  only  about  half  the 
mean  years  of  schooling  of  the  S  sector  in 
1971.  On  average  educational  attainment  in 
agriculture  was  well  below  completed 
primary  level,  while  the  S  sector  was  slightly 
above  primary  level.  But  between  1971  and 
1980  an  improvement  in  education  in  the  A 
sector  (in  comparison  with  the  M  and  S  sec- 
tors) was  demonstrated  by  the  fall  in  the 
agricultural  share  of  'Never  attended  school' 
and  'Did  not  finish  primary  school'  cate- 
gories. At  the  same  time  the  fall  in  the  share 
of  the  primary  education  category  absorbed 


•'Educational  attainment  in  a  country  may  be 
measured  in  two  ways:  (1)  the  stocic  concept  which  is  the 
level  of  educational  attainment  of  the  adult  population, 
usually  taken  as  15  years  and  over,  or  the  average 
number  of  years  of  schooling  received  by  the  adult 
population;  and  (2)  the  flow  concept  which  is  usually 
measured  by  the  enrollment  ratio  i.e.  the  proportion  of 
the  population  of  various  school-going  ages  enroled  in 
different  levels  of  educational  system  (Sundrum,  1983, 
p.  81). 


in  agriculture  indicated  a  movement  away 
from  the  agricultural  labour  force  to  non- 
agricultural  sectors  for  workers  who  had 
completed  primary  education.  Between  1980 
and  1985  education  in  the  A  sector  improved 
substantially  at  the  primary  (10.6  per  cent 
per  annum)  and  lower  secondary  levels  (14.8 
per  cent  per  annum). 

Table  8 

EDUCATIONAL  LEVEL  (IN  MYS),  1971-1985 


1971 

1980 

1985 

IJy  I.Dculidii  and  Sex 

Urban  Male 

5.7 

6.3 

7.3 

Urban  Female 

3.5 

4.6 

5.6 

Rural  Male 

2.9 

3.5 

4.3 

Rural  Female 

1.6 

2.3 

3.0 

By  Sector 

A  Sector 

2.2 

2.7 

3.3 

M  Sector 

3.3 

4.1 

5.0 

S  Sector 

4.5 

5.3 

6.3 

Source:    As  for  Table  5.2 


So,  we  may  conclude  that  the  decline  in 
the  agricultural  share  of  the  labour  force  at 
the  20-34  age  bracket  have  tended  to  move 
out  from  agriculture  to  an  even  greater  ex- 
tent than  their  educational  attainment  alone 
would  suggest.  While  the  two  extreme  age 
groups  (below  19  and  over  55  years  of  age) 
remained  in  agriculture  becuase  of  parental 
pressure  or  inertia,  the  middle  age  groups 
have  moved  away,  influenced  by  education 
and  other  economic  factors.  Those  who 
moved  out  ftom  agriculture  could  be  ab- 
sorbed in  the  non-agricultural  sector  in  rural 
areas  or  could  migrate  to  cities. 
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Consequences  of  F.diiaitional  Expansion 

The  impact  of  an  expansion  in  education 
on  the  development  process  may  be  sum- 
marised under  three  categories:  (1)  producti- 
vity and  growth  of  income;  (2)  participation 
rates;  and  (3)  migration. 

Productivity  and  Growth  of  Income. 
Education  may  affect  the  structural  change 
in  employment  indirectly  through  an  in- 
crease in  efficiency.  Several  studies  indicate 
that  the  educational  level  is  positively  corre- 
lated with  productivity  and  growth  of  in- 
come (Chaudhri,  1979,  pp.  21-40,  Hadjam 
and  Basuki,  1988,  pp.  1-9).  As  expounded  in 
Section  2,  an  increase  in  agricultural  labour 
productivity  leads  to  reducing  the  proportion 
of  labour  engaged  in  agriculture,  and  hence 
to  increasing  the  proportion  of  labour 
engaged  in  non-agriculture.  Thus,  it  may  be 
said  that  the  expansion  of  education  have  in- 
creased the  agricultural  labour  productivity 
which  in  turn  reduced  the  agricultural  share 
of  the  labour  force. 

Participation  Rates  and  Unemployment. 
It  is  argued  that  the  educational  level  is 
negatively  correlated  with  participation 
rates:  educational  expansion  lowers  the  over- 
all level  of  participation  because  it  leads  to 
an  increase  in  the  average  age  of  labour  force 
entry  (Standing,  1978,  pp.  139-140;  Jones, 
1975,  pp.  199-214).  Thus,  as  a  large  part  of 
labour  force  is  engaged  in  agriculture,  this 
implies  that  the  expansion  of  education  has 
reduced  the  participation  rate.  As  a  result, 
the  agricultural  share  of  the  labour  force 
fell. 

The  lower  participation  rates  arising 
from  educational  expansion  may  reduce  un- 
employment in  the  short-run.  However,  it 
must  be  borne  in  mind  that  as  education  ex- 


pands rapidly  employment  opportunities 
must  also  expand  at  the  same  rate,  other- 
wise, educated  unemployment  may  be  gene- 
rated. The  argument  is  frequently  made  that 
educational  expansion  in  developing  coun- 
tries has  been  too  rapid  for  the  educated  to 
be  absorbed  into  productive  employment 
(Sundrum,  1983,  pp.  88-90),  and  the  job  ex- 
pectations generated  by  the  traditional  edu- 
cational system  are  not  commensurate  with 
the  job  opportunities  provided  by  the  labour 
market  (Blaug,  1973,  pp.  7-8).  However,  the 
evidence  for  a  positive  relationship  between 
education  and  unemployment  has  to  be 
treated  with  caution.  Education  enhances 
personal  horizons  and  expectations  of  a  job. 
As  stated  by  Bruton  (1973,  p.  12),  it  is  not 
education  that  makes  the  educated  unem- 
ployed: it  is  their  refusal  to  accept  jobs  that 
they  consider  to  be  inappropriate.  Also,  the 
educated  may  be  able  to  afford  to  be  .un- 
employed because  of  the  support  they  get 
from  their  wealthier  families.^ 

Migration.  Studies  on  migration  indicate 
that  migration  is  positively  correlated  with 
education  (D'Aeth,  1975,  pp.  86-87;  Mowat, 
1977,  pp.  52-53).  Spcare  and  Harris  (1986, 
pp.  288-229),  in  their  study  in  Java,  found 
that  rural  to  urban  migration  appears  to  be 
selective  of  young  adults  who  have  a  higher 
level  of  education  than  rural  residents  on 
average.  Therefore,  education  has  accele- 
rated people's  mobilisation  from  rural  areas, 
where  a  large  part  of  them  live  on  agri- 
culture. 

■"This  phenomenon  is  known  as  "the  luxury  unem- 
ployment hypothesis":  that  high  and  rising  unemploy- 
ment rates  might  be  concentrated  among  the  people 
with  relatively  large  assets  which  permit  long  search 
periods,  because  poorter  workers  cannot  afford  long 
period  of  job  search;  or  whose  aspirations  had  been 
raised  by  access  to  moderate  amounts  of  education 
(Udall  and  Sinclair,  1982,  pp.  49-51). 
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Table  9 


THE  SHARE  OF  DEVELOPMENT  EXPENDITURE 
AT  1973  CONSTANT  PRICES,  1971-1988 


Agriculture 

Education 

Others*** 

Total 

1971 

25.2 

6.9 

67.9 

100.0 

1972 

42.6 

4.7 

52.9 

100.0 

1973 

37.8 

6.5 

55.6 

100.0 

1974 

33.3 

6.0 

60.7 

100.0 

1975 

21.8 

8.2 

70.1 

100.0 

1976 

31.4 

4.9 

63.7 

100.0 

1977 

18.4 

8.1 

73.5 

100.0 

1978 

14.3 

5.4 

80.3 

100.0 

1979 

17.6 

9.8 

72.6 

100.0 

1980 

17.6 

9.8 

72.5 

100.0 

1981 

12.7 

9.0 

78.3 

100.0 

1982 

15.7 

9.7 

74.6 

100.0 

1983 

13.7 

10.5 

75.8 

100.0 

1984 

12.7 

9.6 

77.8 

100.0 

1985 

9.2 

10.4 

80.3 

100.0 

1986 

17.1 

12.4 

70.5 

100.0 

1987 

10.5 

13.0 

76.5 

100.0 

1988 

10.7 

14.2 

75.1 

100.0 

Growth  Rates  of  Development  Expenditure*: 

Agriculture 

Education 

Others 

Total 

1971-80  9.67 

23.92 

22.30 

19.18 

1980-85  6.10** 

11.93 

10.08 

9.15 

1971-85  7.01 

20.77 

18.32 

16.01 

Source:    Lampiran  Pidato  Kenegaraan  Pidato  Presiden 
RI:  various  issues. 


Note:    The  totals  may  not  add  up  exactly  due  to  round- 
ing. 

♦continuous  growth  rate  in  the  form  Y=^' 
♦♦refers  to  1980-84.  The  1985  figure  is  ex- 
cluded due  to  an  extremity  fall, 
♦♦♦others  consist  of  Industry  and  Mining; 
Transport  and  Tourism;  Trade  and  Coope- 
rative; Labour  F'orce  and  Transmigration; 
Regional  Development;  Religion;  Health. 
Social  security,  Women  role.  Population 
and  Family  Planning;  Housing,  Law;  De- 
fence and  Security;  Information  and  Social 
communication;  Science,  technology  and 
research;  Government  apparatus;  Enterprise 
development;  Natural  resources  and  envi- 
ronment. 


The  Role  of  Government 

In  the  first  period,  part  of  the  increasing 
receipts  from  the  export  of  oil,  which  largely 
accrued  to  government  was  invested  in  in- 
frastructure such  as  irrigation,  rural  public 
transport,  road  rehabilitation,  and  educa- 
tion. Real  development  expenditure  in  agri- 
culture (at  1973  constant  prices)'  grew  at 
almost  10.0  per  cent  a  year  in  1971-1980 
(Table  9).  This  was  a  lower  growth  rate  com- 
pared to  total  development  expenditure 
(19.18  per  cent  per  annum),  due  to  the  fact 
that  the  agriculture  share  of  development  ex- 
penditure was  already  relatively  high  in  the 
early  1970s.  But  the  increase  was  still  consi- 
derable. 

The  share  of  expenditure  on  education  in 
total  expenditure  has  been  increasing  over 
time  from  6.9  per  cent  in  1971  to  10.4  per 
cent  in  1985  (see  also  Figure  2.3).  Real  ex- 
penditure on  education  increased  rapidly  at  a 
rate  about  24.0  per  cent  in  1971-1980.  In 
1980-1985,  its  real  growth  rate  dechned  to 
around  21.0  per  cent.  Thus,  it  may  be  argued 
that  the  role  of  government  in  agricultural 
development  and  education  has  in  part  sped 
up  the  decline  of  the  agricultural  share  of  the 
labour  force. 


Conclusion 

1.  The  decline  in  the  agricultural  share  of 
the  labour  force  in  the  course  of  eco- 
nomic development  was  negatively  asso- 
ciated with  labour  productivity  per 
worker  in  both  agriculture  and  non-agri- 
culture. 
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2.  The  rapid  expansion  of  education  coupled 
with  agricultural  development  have  ac- 
celerated the  decline  in  the  agricultural 
share  of  the  labour  force  especially  in  the 
first  period.  Most  of  it  is  due  to  the  role 
of  government  in  development. 


3.  Other  factors,  which  are  not  examined  in 
this  paper,  that  may  explain  the  structural 
change  of  employment  are:  landlessness, 
distribution  of  income,  distribution  of 
land,  mechanisation,  sectoral  investment 
and  government  policy. 
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A  Comparative  Study  of  Education  in 
Latin  America  and  Indonesia 


Anne  Greene 


Infrodiicfion 


ALTHOUGH  it  is  customary  to 
analyze  similarly-sized  neighboring 
countries,  this  paper  intends  to  com- 
pare the  education  systems  of  a  region  and  a 
nation  located  at  opposite  ends  of  the  world. 
Despite  differences  between  Latin  America 
and  Indonesia,  there  are  similarities  that  sug- 
gest some  potential  benefit  in  a  comparison. 
Latin  America  and  Indonesia  are  geographi- 
cally vast,^  heavily  but  unevenly  populated 
by  people  with  widely  varying  historical, 
cultural,  ethnic,  and  religious  backgrounds. 

'United  Nations  Development  Programme  (UNDP), 
Human  Development  Report  1991  (New  York:  Oxford 
University  Press,  1991),  162-163.  The  land  area  of 
twenty-one  Latin  American  countries  is  1,909  million 
hectares.  The  land  area  of  Indonesia  is  181  million  hec- 
tares, making  it  most  comparable  in  size  with  Mexico, 
which  has  192  million  hectares  and  Peru  which  has  128 
million  hectares.  See  also,  ibid.,  160-161.  The  estimated 
jropulation  for  twenty-one  Latin  American  countries  in 
1990  is  approximately  450  million,  of  which  Brazil  alone 
accounts  for  over  150  million.  The  estimated  population 
of  Indonesia  is  slightly  over  184  million. 


In  both  areas,  the  national  language  is  a  sec- 
ond language  in  many  rural  areas.  Both  are 
former  colonies;  for  Indonesia  independence 
is  still  new.  They  are  part  of  the  Third  World 
but  intent  on  becoming  industrialized  so- 
cieties. Progress  is  a  product  of  appropriate- 
ly allocated  and  sufficient  resources,  able 
management,  commitment,  invention,  and 
trial  and  error.  Since  Latin  America  has  had 
a  longer  post  independence  history-more  ex- 
perience if  not  necessarily  more  progress,  in 
the  field  of  education,  Indonesia  may  be  able 
to  learn  from  the  Latin  American  experience. 

Literacy  and  Education 

Throughout  Latin  America,  educational 
systems  vary  considerably,  reflecting  dif- 
ferences in  history,  political  institutions,  na- 
tional priorities,  levels  of  social  and  eco- 
nomic development,  patterns  of  urbaniza- 
tion, and  industrialization.  In  Indonesia,  the 
1945  Constitution  reflects  the  importance  at- 
tached to  education  to  unify  the  new  nation. 
The  Constitution  recognized  the  right  of  ci- 
tizens to  education  and  responsibility  of  the 
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Government  to  provide  a  system  that  would 
develop  intelligence  and  skills,  patriotism, 
social  responsibility  and  self-reliance,  litera- 
cy, and  preserve  local  languages  and  tradi- 
tions. 

The  Latin  American,  like  the  Indonesian 
education  systems,  have  experienced  im- 
pressive growth  since  the  1970s.  Neverthe- 
less, both  have  found  their  capacity  to  effect 
social-  change  and  promote  equity  con- 
strained by  economic  and  political  factors. 
Generally,  they  have  failed  to  promote  a 
more  equitable  distribution  of  income  and 
social  services.  Despite  significant  improve- 
ment in  enrollment  rates,  the  provision  of 
educational  opportunities  continues  to  be  re- 
lated to  the  social  and  economic  status  of  the 
client  population.  The  degree  of  individual 
advancement  within  the  formal  education 
systems  continues  to  be  related  to  parents', 
socioeconomic  background,  place  of  re- 
sidence, and  education. 

Formal  Education 

Efforts  have  been  made  in  both  Latin 
America  and  Indonesia  to  improve  educa- 
tion, and  noteworthy  achievements  have  oc- 
curred in  the  quantitative  expansion  of 
systems  and  in  the  improvement  of  educa- 
tional content  and  processes.  The  value  of 
such  achievements  should  not  be  underesti- 
mated, given  the  increasing  school-age  popu- 
lations in  Latin  America,  the  costs  involved, 
and  competing  demands  on  national  bud- 
gets. Between  1980  and  1988,  the  total 
number  of  children  enrolled  in  school  in 
Latin  America  grew  from  87.2  to  103.1 
million,^  an  increase  of  18.2  per  cent.  The 

^United  Nations  Educational,  Scientific  and 
Cultural  Organization  (UNESCO),  Statistical  Yearbook 
I99G  (Paris:  United  Nations  Educational,  Scientific  and 
Cultural  Organization,  1990),  2-12. 


total  increase  from  1980  to  1988  was  12  per 
cent  in  primary,  32  per  cent  in  secondary, 
and  43  per  cent  in  higher  education.  In  In- 
donesia between  1980  and  1988,  the  total 
number  of  children  enrolled  in  school  grew 
from  31.8  million  to  42.8  million,^  an  in- 
crease of  35  per  cent,  almost  twice  the  Latin 
American  figure.  The  total  increase  was  dis- 
tributed the  following  way:  15  per  cent  in  pri- 
mary, 100  per  cent  in  secondary,  and  73  per 
cent  in  higher  education.  The  declining  en- 
rollment growth  at  the  primary  level  in  Latin 
America  and  Indonesia  indicates  that  most 
children  are  enrolled  and  that  there  has  been 
a  decHne  in  birthrates.  In  Indonesia,  the 
higher  secondary  enrollment  shows  that  in- 
creasing numbers  of  children  are  graduating 
from  primary  school  and  continuing  their 
education  and  that  facilities  are  available  to 
accommodate  them. 

As  Table  1  shows,  all  the  countries  in 
Latin  America  have  compulsory  education, 
ranging  from  five  to  twelve  years  in  length.'* 
Entrance  age  ranges  from  five  to  seven 
years.  Indonesia  has  compulsory  education 
of  six  years^  and  the  entrance  age  is  seven 
years,  although  children  may  enroll  at  six. 
Indonesian  achievements  have  led  it  to  con- 
sider adding  three  more  years  of  compulsory 
education. 

Universal  basic  education  at  the  primary 
level  has  been  nearly  achieved  in  Latin 
America  and  Indonesia.  By  1985  in  Latin 
America,  approximately  92  per  cent  of  the 
primary  school  age  children  were  enrolled, 
and  60  per  cent  of  those  who  enrolled  com- 
pleted the  course  of  study. ^  By  1988  in  In- 

'ibid.,  3-4,  3-175,  3-240. 
"ibid.,  3-9,  3-10. 
^Ibid. 

"^Ibid.,  2-31. 
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Country  Age  Limits       Duration  Country  Age  Limits  Duration 

Years  Years 


Argentina 

6  to  14 

7 

Barbados 

5  to  16 

11 

Bolivia 

6  to  13 

8 

Brazil 

7  to  14 

8 

Chile 

6  to  13 

8 

Colombia 

6  to  14 

5 

Costa  Rica 

6  to  15 

9 

Cuba 

6  to  11 

6 

Dominican  Republic 

7  to  14 

8 

Equador 

6  to  14 

6 

El  Salvador 

7  to  15 

9 

Guatemala 

7  to  14 

6 

Guyana 

6  to  14 

8 

Haiti 

6  to  12 

6 

Honduras 

7  to  13 

6 

Jamaica 

6  to  12 

6 

Mexico 

6  to  14 

6 

Nicaragua 

7  to  12 

6 

Panama 

6  to  15 

6 

Paraguay 

7  to  13 

6 

Peru 

6  to  12 

6 

Suriname 

6  to  12 

6 

Trinidad  &  Tobago 

5  to  11 

6 

Uruguay 

6  to  14 

6 

Venezuela 

5  to  14' 

10 

Indonesia 

7  (0  13 

6 

Source:  Statistical  Yearbook  1990,  UNESCO. 


donesia,  100  per  cent  of  primary  school  aged 
boys  and  98  per  cent  of  the  girls  were  en- 
rolled  in  school.  Real  participation  reached 
about  99.6  per  cent  in  9188-1989  with  25.7 
million  out  of  25.8  children  aged  seven  to 
twelve  in  school.^  However,  in  both  cases, 
there  are  other  problems. 

Dropouf 

Tables  2  and  3  show  the  rates  of  dropout 
and  repetition  in  selected  Latin  American 
countries  and  Indonesia.  Studies  suggest  that 
the  major  reasons  for  dropout  are  related  to 

^Ibid.,  3-49. 

^Department  of  Information,  Republic  of  Indone- 
sia. Indonesia  1990:  An  Official  Handbook  (.lakarta: 
Department  of  Information,  Republic  of  Indonesia, 
Directorate  of  Foreign  Information  Services,  1989- 
1990),  199. 


poverty,  particularly  in  th^  rural  areas.  In 
Northeastern  Brazil,  repetition  and  dropout 
rates  in  some  primary  schools  in  1988 
reached  66  per  cent.^  In  Indonesia,  the 
primary  dropout  rate  between  1985  and  1987 
was  20  per  cent"^  and  dropout  continues  to 
be  high  in  rural  areas,  where  91  per  cent  of 
the  poor  live.  In  the  provinces  of  Irian  Jaya, 
East  Nusa  Tenggara,  and  Central  and  West ' 
Kalimantan,  graduation  rates  from  primary 
school  are  below  50  per  cent."  In  rural  parts 


^Jacques  Hallak,  Investing  in  the  Future:  Selling 
Educational  Priorities  in  the  Developing  World  (Paris: 
Pergamon  Press,  1990),  38. 

'°UNDP,  Human  Development  Report  1991,  149. 

"Centre  for  Information,  Office  of  Educational  and 
Cultural  Research  and  Development,  Educational  Indi- 
cators: Indonesia  (Jakarta;  Department  of  Education 
and  Culture,  November  1990),  26. 
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Country  Year  Repetition  Year  Repetition 

Rate  Rate 


1980 

1988 

11% 

Cuba 

1980 

6% 

1988 

5% 

Dominican  Republic 

1980 

18% 

1987 

17% 

Equador 

1980 

10% 

1987 

6% 

El  Salvador 

1981 

9% 

1988 

7% 

Jamaica 

1980 

4% 

1988 

3% 

Mexico 

1980 

10% 

1988 

9% 

Nicaragua 

1980 

17% 

1987 

15% 

Panama 

1980 

13% 

1987 

11% 

Paraguay 

1980 

14% 

1988 

9% 

Trinidad  &  Tobago 

1981 

4% 

1987 

4% 

Uruguay 

1980 

15% 

1988 

9% 

Venezuela 

1980 

10% 

1987 

9% 

Indonesia 

1980 

8% 

1988 

10% 

Source:    Statistical  Yearbook  1990,  UNESCO. 


of  Latin  America  and  Indonesia,  financial 
constraints  and  distance  from  school  con- 
tinue to  prevent  parents  from  sending 
children,  especially  daughters,  to  school. 
Children  may  be  needed  for  work  for  which 
formal  education  appears  irrelevant.  Poorer 
children  from  culturally  deprived  back- 
grounds may  fail  to  adapt  to  the  formal  lear- 
ning situation  or  the  rigid  exam  system.  They 
may  miss  school  during  planting  and  harvest 
seasons,  and  in  Latin  America,  they  may  be 
obliged  to  travel  with  parents  who  are 
migrant  labourers.  Schools  in  many  cases  are 
too  small,  crowded  and  under  equipped,  and 
do  not  offer  an  adequate  primary  curri- 
culum. 

Health  is  an  important  factor.  The  trend 
of  declining  under-five  mortality  rates  begun 
in  the  previous  decade  in  Latin  America  and 


Indonesia  continued  into  the  1980s.  While 
sixty  per  cent  of  Indonesians  lived  in  poverty 
in  the  1970s,  by  the  late  1980s  the  percentage 
had  fallen  below  twenty  and  with  improved 
nutrition,  the  incidence  of  under  five  mor- 
tality  has  also  declined.  Despite  the  im- 
provement, particularly  in  rural  areas  of 
Latin  America  and  Indonesia,  malnutrition 
and  related  illnesses  continue  to  cause 
children  to  drop  out  of  school,  or  adversely 
affect  achievement  by  reducing  their  ability 
to  concentrate  and  learn.  The  under  five 
mortality  rate  in  1989  for  Indonesia  was  one 
hundred  per  thousand  live  births.  Only  two 
out  of  nineteen  Latin  American  countries, 
Peru  and  Haiti,  had  higher  mortality  rates. 


'^The  World  Bank,  World  Development  Report 
1990:  Poverty  (Oxford:  The  Oxford  University  Press, 
1990),  31. 
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Table  4 


GROSS  ENROLLMENT  RATIOS  FOR  THE  FIRST,  SECOND,  AND  THIRD  LEVELS  OF  EDUCATION 


Country 

School  Year 

First 

Second 

First  and 

Third 

Beginning 

Level 

Level 

Second 

Level 

Levels 

Argentina 

1987 

110 

74 

96 

40.8 

Bolivia 

1987 

91 

37 

76 

16.6 

Brazil 

1988 

104 

38 

87 

10.9 

Chile 

1987 

103 

70 

92 

17.8 

Colombia 

1986 

114 

56 

83 

13.6 

Costa  Rica 

1988 

100 

41 

76 

24.3 

Cuba 

1988 

104 

91 

96 

21.6 

Dominican  Republic 

1986 

101 

74 

92 

_ 

Equador 

1987 

117 

56 

89 

29.3 

1 0fifi 

oU 

29 

69 

16.8 

Guatemala 

1987 

77 

21  . 

52 

Honduras 

1986 

106 

32 

75 

8.8 

Nicaragua 

1987 

99 

43 

76 

8.4 

Panama 

1988 

106 

59 

83 

Paraguay 

1987 

103 

29 

68 

8.8 

Peru 

1985  ■ 

122 

65 

98 

21.0 

Suriname 

1986 

125 

53 

84 

7.7 

Uruguay 

1987 

110 

68 

89 

47.0 

Venezuela 

1987 

106 

54 

84 

"26.5 

Indonesia 

1988 

119 

48 

84 

Source:    Statistical  Yearbook  1990,  UNESCO. 


For  a  point  of  comparison,  three  of  the 
largest  and  most  populated  countries  in  the 
region,  Argentina,  Colombia,  and  Brazil, 
had  rates  of  thirty-six,  fifty,  and  eighty-five 

13 

respectively.  This  comparison  suggests  that 
improvement  in  primary  graduation  rates 
will  be  unachievable  until  child  health  in 
rural  areas  is  improved.  The  Latin  American 
experience  shows  that  link  to  health.  It  is  not 
surprising  then  that  countries  that  spend 
more  of  their  budgets  in  nutrition  and  health 
also  have  more  educated  populations.  In 


Latin  America,  Costa  Rica  and  Chile  are  two 
such  examples.  Both  spend  50  per  cent  of 
their  budgets  in  social  areas.  By  contrast,  the 
social  allocation  in  Indonesia  is  13  per 
cent.'"* 

Non-Enrollment 

In  Latin  America,  problems  of  non- 
enrollment  are  more  acute  in  rural  areas.  To 
take  an  extreme  example,  in  Guatemala  in 
1982,  56  per  cent  of  urban  seven  year  olds 
were  enrolled  in  school,  compared  with  25 


UNDP,  Human  Development  Report  1991,  141. 


'"ibid.,  45. 
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per  cent  of  their  rural  cohorts.'^  In  1986, 
farmers'  children  constituted  36  per  cent  of 
the  school  age  population  but  only  31  per 
cent  of  the  primary  and  12  per  cent  of  the 
secondary  level  enrollments.'^  In  Indonesia, 
by  happy  contrast,  non-enrollment  is  virtual- 
ly nonexistent  at  the  primary  level. 

Table  4  gives  enrollment  ratios  for  pri- 
mary, secondary,  and  higher  levels  of  educa- 
tion for  twenty  Latin  American  countries 
and  Indonesia  for  school  years  beginning  in 
1986,  1987,  or  1988.'''  Sixteen  countries 
show  gross  rates  for  primary  school  enroll- 
ment of  over  100.  This  is  because  the  rates 
express  the  enrollment  of  all  ages  in  primary 
school  as  a  percentage  of  the  population  of 
primary  school  age.  Enrollment  in  excess  of 
100  per  cent  is  because  some  younger  and 
older  children  are  in  primary  school  due  to 
early  or  late  entrance  or  repetition.  These 
figures  reflect  continuing  educational  ineffi- 
ciency in  both  areas. 

RepctiHon 

Repetition  continues  to  be  a  problem  in 
both  Latin  America  and  Indonesia,  as  can  be 
seen  in  Table  5.  In  one  third  of  the  Latin 
American  countries  between  1983  and  1988, 
over  20  per  cent  of  the  pupils  repeated  their 
first  year  of  education.'^  This  is  an  improve- 

"Hallak,  Investing  in  the  Future,  38. 

'^Donald  Winkler,  Higher  Education  in  Latin  Ame- 
rica: Issues  of  Efficiency  and  Equity  (Washington, 
D.C.:  The  World  Bank  Discussion  Papers,  1990),  53. 

'^James  W.  Wilkie  and  Enrique  Ochoa,  ed., 
Statistical  Abstract  of  Latin  America  27  (Los  Angeles: 
University  of  California,  Los  Angeles  Latin  American 
Center  Publications,  1989),  173. 

'^UNESCO,  Statistical  Yearbook  1990,  3-134  to  3- 
136. 


ment  over  a  decade  ago  when  over  half  of 
the  countries  had  this  level  of  repetition.  In 
Indonesia  in  1988,  over  16  per  cent  of  the 
pupils  repeated  first  grade. '^  In  Latin  Ame- 
rica and  Indonesia,  repetition  is  related  to 
shortcomings  in  the  teachers  and  their 
methods,  the  curriculum,  the  material,  and 
classroom  conditions.  In  addition,  in  many 
Latin  American  countries,  students  have  to 
sit  an  exam  at  the  end  of  every  year,  and  pro- 
motion tends  to  be  based  entirely  on  the  re- 
sult, regardless  of  class  performance. 

There  is  a  distinct  urban  bias  in  many  pri- 
mary education  systems,  both  in  Latin 
America  and  in  Indonesia.  In  Latin  Ame- 
rica, few  primary  curricula  include  agri- 
culture, even  though  agriculture  is  still  the 
basic  activity  of  many  of  the  countries  in  the 
region;  nor  are  they  flexible  enough  to  ac- 
commodate the  other  demands  on  the  time 
of  rural  children.  Added  to  this  in  both  re- 
gions are  problems  of  shortage  of  instruc- 
tional materials,  particularly  books  80  ppr 
cent  of  the  students  lack  matK  books  in  the 
Dominican  Republic,  75  per  cent  are  without 
texts  in  Haiti  and  67  per  cent  of  the  students 
are  without  them  in  Peru.  In  Indonesia, 
despite  an  abundance  of  primary  teachers  by 
the  mid-1980s,  it  remains  difficult  to  place 
them  in  rural  areas,  contributing  to  lower 
quality  education.^'  In  Latin  America  and 
Indonesia,  repetition  is  more  prevalent 
among  rural  pupils,  especially  girls,  from 
low  socioeconomic  backgrounds.  In  In- 
donesia, the  lowest  primary  grade  one  na- 
tional repetition  rate  was  over  9  per  cent  in 
1988-1989,  but  in  some  of  predominantly 

■'ibid/,  3-137. 

^"Hallak,  Investing  in  the  Future,  35. 

^'The  World  Bank,  Indonesian  Education  and  the 
World  Bank:  An  Assessment  of  Two  Decades  of  Len- 
ding (Washington,  D.C.:  The  World  Bank,  1991),  23. 
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Table  5 


RATES  OF  REPETITION 
(Per  Cent) 


Grade  in  First  Cycle 
Year  1  2  3  4  5  5 


Argentina 

1988 

11 

18 

10 

Q 

1 

Brazil 

1985 

29 

19 

16 

on 

Chile 

1983 

12 

9 

7 

7 

Q 
0 

c 

J 

Colombia 

1986 

27 

18 

14 

11 

7 

Costa  Rica 

1988 

18 

13 

10 

9 

7 

2 

Cuba 

1988 

0 

13 

3 

9 

3 

2 

Dominican  Reniihlic 

1987 

17 

1/1 

I  J 

Iz 

12 

Equador 

mi 

9 

8 

6 

5 

3 

2 

El  Salvador 

1988 

16 

9 

6 

4 

3 

2 

Guatemala 

1986 

10 

3 

2 

1 

1 

1 

Guyana 

1986 

6 

11 

5 

6 

4 

3 

Haiti 

1985 

8 

10 

11 

11 

11 

5 

Honduras 

1984 

26 

15 

11 

8 

6 

2 

Jamaica 

1988 

6 

2 

11 

1 

8 

Mexico 

1988 

18 

11 

9 

7 

5 

1 

Nicaragua 

1987 

25 

13 

12 

7 

5 

2 

Panama 

1987 

19 

15 

12 

8 

6 

3 

Paraguay 

1988 

13 

11 

9 

7 

4 

2 

Peru 

1985 

21 

14 

12 

13 

11 

8 

Uruguay 

1988 

18 

11 

8 

7 

6 

3 

Venezuela 

1987 

15 

10 

10 

9 

6 

2 

Indonesia 

1988 

16 

11 

10 

9 

6 

1 

Source:    Data  drawn  from  Statistical  Yearbook  1990,  UNESCO. 


rural  provinces,  such  as  East  and  West  Nusa 

Tenggara,  Maluku,  and  Central  Sulawesi,  it 
22 

was  over  25  per  cent. 

Another  explanation  for  poor  perfor- 
mance and  resulting  dropout  or  repetition  by 
children  of  low-income  families  can  be 
found  in  the  limited  availability  of  preschool 
education.  Although  the  number  of  pre- 
schools  increased  almost  everywhere  in  Latin 


Educational  Indicators:  Indonesia,  24-25. 


America  in  the  1980s  and  doubled  in  thirteen 
countries,  the  total  growth  in  enrollment  for 
the  region  was  only  9.1  per  cent.^^  Similarly 
in  Indonesia,  between  1980  and  1988,  the 
number  of  preschools  increased  by  80  per 
cent,  and  the  number  of  preschool  teachers 
increased  by  120  per  cent,  but  the  total 
number  of  preschool  pupils  only  rose  50  per 
cent.^'*  In  Latin  America,  the  trend  has  been 

^^UNESCO,  Statistical  Yearbook  1990,  3-74  to  3-77. 
2^Ibid.,  3-78. 
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toward  government  support  for  preschools, 
so  that  by  1989,  in  eighteen  of  twenty-four 
countries,  more  than  one  half  were  public. 
Nevertheless,  funding  levels  have  remained 
low.  In  1988,  only  four  countries,  Cuba, 
Mexico,  Chile,  and  Guyana  invested  more 
than  0.5  per  cent  of  their  education  budget  in 
preschools.  In  Indonesia,  except  for  one 
Government  demonstration  project  in  the 
later  1980s  to  encourage  preschools,  they 
have  been  private  and  usually  located  in  ur- 
ban  areas.  The  incidence  of  dropout,  non- 
enrollment,  and  repetition  could  be  reduced 
through  the  expansion  of  preschools. 


Primary  EdiicQlioii  Reform 

Certain  measures  are  available  to  im- 
prove the  quality  and  delivery  of  primary 
education  and  reduce  the  high  rates  of  drop- 
out and  repetition.  Attempts  are  underway 
to  make  the  primary  school  curricula  more 
interesting  and  relevant  for  the  students.  For 
example,  in  Latin  America,  some  vocational 
and  technical  training  courses  are  offered  to 
students  who  expect  to  join  the  work  force 
directly  following  primary  school.  In  addi- 
tion, some  nutrition  and  hygiene  classes  are 
introduced  in  order  to  improve  health  condi- 
tions. Indigenous  materials  have  been  de- 
veloped, and  radio  and  television  are  being 
used  to  reach  children  in  remote  areas.  There 
is  good  experience  with  interactive  radio  in 
Nicaragua  for  math  and  in  Mexico  and  the 
Dominican  Republic  for  a  number  of  sub- 
jects.  In  Indonesia,  the  radio  has  been  used 
in  distance  learning,  as  a  backstop,  to  pro- 
vide in-service  training  to  teachers,  and  as  a 

^^Educational  Indicators:  Indonesia,  2. 
^^YizWak,  Investing  in  the  Future,  14,  15. 


means  of  reducing  costs,  but  direct 
teaching  is  limited.  The  Latin  American 
model  may  be  useful. 

Criticism  of  formal  education  systems  in 
Latin  America  that  they  exclude  participa- 
tion of  the  population  in  the  design  and  pro- 
vision of  educational  services  and  that  they 
are  unnecessarily  costly  has  prompted  some 
governments  to  decentralize  and  privatize 
their  systems.  In  a  1980-1981  education 
reform,  Chile  transferred  responsibility  for 
its  schools  to  municipalities  and  placed  voca- 
tional schools  under  private  sector  manage- 

28 

ment.  Subsequently,  promotion  rates  in- 
creased and  dropouts  declined,  but  problems 
related  to  teacher  and  union  opposition  and 
municipal  inexperience  arose.  Although 
other  countries,  including  Argentina,  have 
found  local  management  of  education  more 
complicated  and  expensive  than  anticipated, 
the  trend  toward  decentralization  is  clearly 
continuing.  In  Mexico  and  Brazil,  primary 
and  most  secondary  education  has  been  de- 
legated to  state  and  local  governments. 
Brazil  amended  its  Constitution  in  1985  to 
require  that  state  and  local  governments  de- 
vote  25  per  cent  of  their  taxes  to  education. 

In  Indonesia,  de  facto  decentralization 
exists  at  the  primary  level,  where  the  pre- 
ponderance of  elementary  schools  are 
private.  Some  observers  would  like  the 
government  to  encourage  the  private  sector 


"Ibid.,  15. 

World  Development  Report  1990:  Poverty  (Ox- 
ford: The  Oxford  University  Press,  1990),  84.  See  also, 
Margaret  El.  Grosh,  Social  Spending  in  Latin  America: 
The  Story  of  the  1980s  (Washington,  D.C.:  The  World 
Bank  Discussion  Papers,  1990),  54-55. 

^'Guy  P.  Pfeffermann,  Public  Expenditure  in  Latin 
America:  Effects  on  Poverty  (Washington,  D.C.:  The 
World  Bank  Discussion  Papers,  May  1987),  26-28. 
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at  the  secondary  level,  particularly  in  rural 
areas,  where  the  shortage  of  schools  is  most 
acute.  Pressure  for  autonomy  in  public  uni- 
versities in  the  areas  of  financial  manage- 
ment, academic  programs  and  institutional 
organization  has  recently  resulted  in  autho- 
rizing legislation.^''  The  large  nonformal 
*  education  sector,  which  focuses  on  poor  and 
remote  areas  and  has  historically  depended 
minimally  on  the  education  budget,  is  be- 
coming more  reliant  on  community  initia- 
tives and  financing. 

Decentralization  measures  appear  to 
have  met  with  only  limited  success.  Em- 
phasis within  the  formal  education  systems 
continues  to  be  too  oriented  to  rote  learning, 
too  geared  lo  exams  rather  than  student 
ability,  impractical,  and  with  little  attention 
to  the  discussion  of  local  and  national  re- 
source and  environmental  problems,  or  na- 
tional and  international  social,  economic 
and  political  questions. 


Secondary  Education 

In  Indonesia,  as  seen  in  Table  6A  the 
secondary  gross  enrollment  ratio  increased 
from  20  to  41  per  cent  between  1976  and 
1986,^^  reaching  51.5  per  cent  at  the  lower 
and  34.5  per  cent  at  the  upper  secondary 
level  by  1988-1989."  In  1985,  overall,  half 
the  males  and  40  per  cent  of  all  females  at- 
tended secondary  school,  but  the  enroll- 
ments of  both  males  and  females  are  twice  as 

^°The  World  Bank,  Staff  Appraisal  Report  on  In- 
donesia: Second  Higher  Development  Project  (Was- 
hington, D.C.:  27  February  1991),  2. 

Indonesian  Education  and  the  World  Bank, 

^^Educational  Indicators:  Indonesia,  44-45. 

"ibid.,  18-19. 


high  in  urban  as  rural  areas.-'  In  Latin 
America  and  Indonesia,  secondary  educa- 
tion has  expanded  more  rapidly  than  pri- 
mary education  since  1980.  During  the 
period  1980-1988,  enrollments  in  secondary 
education  in  Latin  America  rose  by  3.6  per 
cent  a  year.  In  Indonesia  during  the  same 
period  total  secondary  enrollment  rose  even 
faster,  by  an  average  of  9.3  per  cent  per 
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year. 

While  states  continued  to  be  the  major 
providers  of  secondary  education  in  Latin 
America,  between  1980  and  1987,  on  average  . 
private  secondary  schools  increased  in  rela- 
tive importance,  as  can  be  seen  in  Table  6B. 
Of  the  seven  countries  surveyed,  none  had 
more  than  28  per  cent  of  its  secondary  school 
students  in  private  schools  in  1980,  but  by 
1987,  three  had  enrollments  of  over  40  per 
cent  in  private  schools. 

In  Indonesia,  the  situation  is  reversed. 
While  nearly  two  thirds  of  the  schools  are 
private,  public  schools  have  increased.  Be- 
tween 1976  and  1985,  the  number  of  lower 
secondary  public  schools  rose  by  115  per 
cent  and  the  number  of  private  schools  98 
per  cent.''^  Public  schools  have  declined  in 
number  at  the  upper  secondary  level  from  37 
to  24  per  cent. 

^^Mayling  Oey  Gardiner,  Female  School  Attendance 
in  Indonesia  (Jakarta:  World  Bank  Background  Paper, 
April  1989),  15. 

^'UNESCO,  Statistical  Yearbook  1990,  3-95,  3-175. 

^*Grosh,  Social  Spending  in  Latin  America,  11,  12. 
Enrollment  in  private  schools  as  a  per  cent  of  total 
enrollment  at  that  level  for  nineteen  Latin  American 
countries  in  1985  was:  primary  17.7,  secondary  29.1, 
and  tertiary  33.6  (7  countries),  according  to  the  United 
Nations  Development  Programme,  Human  Develop- 
ment Report  1991,  52. 

^'Gardiner,  Female  School  Attendance  in  Indonesia, 

18. 
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Table  6A 


ADJUSTED  SECONDARY  SCHOOL  ENROLLMENT  RATIOS* 


Country 

Year 

Per  Cent 

Country 

Year 

Per  Cent 

Argentina 

1980 

56 

Haiti 

1980 

13 

1987 

74 

1986 

19 

Barbados 

1980 

90 

Honduras 

1980 

30 

1984 

93 

1986 

32 

Bplivia 

1980 

36 

Jamaica 

1980 

59 

1987 

37 

1988 

63 

Brazil 

1980 

34 

Mexico 

1980 

46 

1988 

38 

1988 

53 

Chile 

1980 

53 

Nicaragua 

1980 

43 

1988 

74 

1987 

43 

Colombia 

1980 

44 

Panama 

1980 

61 

1986 

56 

1988 

59 

Costa  Rica 

1980 

48 

Paraguay 

1980 

26 

1989 

41 

1988 

29 

Cuba 

1980 

80 

Peru 

1980 

59 

1988 

91 

1985 

65 

Dominican  Republic 

1980 

42 

Suriname 

1983 

44 

1986 

44 

1986 

53 

Equador 

1980 

51 

Trinidad  &  Tobago 

1980 

68 

1987 

56 

1987 

82 

El  Salvador 

1980 

24 

Uruguay 

1980 

60 

1988 

29 

1988 

77 

Guatemala 

1980 

18 

Venezuela 

1980 

41 

1987 

21 

1986 

74 

Guyana 

1980 

60 

1986 

60 

Indonesia 

1980 

29 

1988 

48 

•Enrollment  of  all  ages  in  secondary  school  as  a  percentage  of  the  population  of  secondary  school  age  (12-17). 
Source:    Data  drawn  from  Statistical  Yearbook  1990,  UNESCO. 


The  number  of  fifteen  to  twenty-four 
year  olds  in  several  Latin  American  coun- 
tries is  expected  to  increase  annually  between 
1980  and  2,000  at  over  3  per  cent.  Conse- 
quently, there  have  been  attempts  to  relate 
secondary  education  to  the  job  market 
through  introduction  of  more  vocational 
and  technical  training,  either  as  options  or 
compulsory  subjects,  at  the  secondary 
school  level.  Most  Latin  American  countries 


have  established  national  vocational  training 
institutes  separate  from  their  ministries  of 
education  to  train  young  people  and  un- 

38 

skilled  workers  already  in  the  labor  force. 


^^Luis  Osvaldo  Roggi,  ed.  "La  Educacidn  en  Ame- 
rica Latina  y  El  Caribe  Durante  Los  Prdximos  25 
Afios,"  La  Educacidn  (Washington,  D.C.:  Departa- 
mento  de  Asuntos  Educativos,  Organizacion  de  las  Es- 
tados  Americanos,  1987),  46. 
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Table  6B 


PER  CENT  OF  ENROLLMENTS  IN  THE  PRIVATE  SECTOR  AT  THE  SECONDARY  LEVEL 


Country 

Year 

Per  Cent 

Year 

pAr  i^^nt 

Argentina 

1981 

30.7 

1986 

29.3 

Bolivia 

1980 

27.4 

1988 

21.2 

Chile,  Humanities  &  Science 

1980 

23.5 

1987 

40.1 

Chile,  Vocational  &  Technical 

1980 

28.2 

1987 

56.3 

Costa  Rica 

1981 

6.7 

1988 

7.4 

El  Salvador 

1984 

46.9 

1988 

50.4 

Venezuela 

1980 

19.1 

1987 

18.9 

Indonesia  Lower  Secondary 

1986/7 

43.6 

Indonesia  Upper  Secondary 

1986/7 

58.4 

Indonesia  Tola! 

1986/7 

49 

Latin  America  Source:  Margaret  El.  Grosh,  Social  Spending  in  Latin  America. 

Indonesia  Source:    Department  of  Education  and  Culture,  1986/1987,  Jakarta,  November  1987. 


In  Indonesia,  vocational  education  is  an 
intrinsic  part  of  the  private  and  public 
system  that  encompasses  three  types  of 
schools  at  the  lower  and  six  at  the  upper 
secondary  level. In  response  to  demand  for 
better  educated  workers,  current  policy  en- 
courages general  education  and  phase  out  of 
vocational  education  at  the  lower  secondary 
level,  and  its  reintroduction  in  a  market 
oriented  form  at  the  upper  secondary  level. 
Consequently,  at  the  lower  secondary  level, 
less  than  2  per  cent  of  lower  secondary  level 
students  attend  vocational  schools  while  34 
per  cent  of  upper  secondary  students  are 


^'Gardiner,  Female  School  Attendance  in  Indonesia, 

21. 

'•"Francois  Raillon,  Indonesia  2000:  The  Industrial 
and  Technological  Challenge  (Paris  and  Jakarta: 
CNPF-ETP  and  Cipta  Kreatip,  1990),  71.  Home  eco- 
nomics, sports  teachers,  and  teacher  training  programs 
are  being  phased  out  and  increased  attention  given  to 
technical  schools. 


enrolled  in  them.'*^  In  some  rural  provinces, 
more  than  half  the  students  attend  voca- 
tional training  schools;  in  East  Timor  the 
percentage  was  56  per  cent  in  1988-1989.'*^ 
Nevertheless,  enrollment  in  vocational 
schools  in  Latin  America  and  Indonesia  con- 
tinues to  be  limited,  to  some  extent,  by  the 
perception  that  they  provide  inferior  educa- 
tion despite  the  increasing  demand  for 
skilled  labor  in  the  workplace. 


Higher  Education 

In  both  Latin  America  and  Indonsia, 
higher  education  increased  more  rapidly 
than  primary  and  secondary  education  be- 
tween 1980  and  1985.  During  that  period, 
higher  education  enrollment  in  Latin  Ame- 


*^ Educational  Indicators:  Indonesia,  30-31. 
■•^Ibid.,  30-31. 
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Table  7 

HIGHER  EDUCATION  RATES  BY  COUNTRY 


Country  1980  1985 


Argentina 

21.6 

36.4 

Bolivia 

16.5 

19.5 

Brazil 

11.9 

11.3 

Chile 

13.0 

15.0 

Colombia 

10.6 

13.0 

Costa  Rica 

23.0 

23.0 

Dominican  Republic 

3.9 

13.8 

Equador 

36.5 

33.1 

El  Salvador 

8.4 

8.4 

Guyana 

2.6 

2.1 

Honduras 

8.2 

9.5 

Mexico 

14.1 

16.0 

Nicaragua 

14.1 

9.8 

Panama 

22.0 

25.9 

Paraguay 

8.8 

9.7 

Peru 

19.4 

24.0 

Trinidad  &  Tobago 

4.9 

4.2 

Uruguay 

16.1 

31.7 

Venezuela 

21.4 

26.4 

Indonesia  1982:  4.0  1984:  7.0 


Note:  Enrollment  rates  represent  the  ratio  of  higher 
education  enrollments  to  the  size  of  the  20-24 
year  old  population. 

Source:  Statistical  Yearbook  UNESCO  1990,  1987, 
1975,  1972;  cited  in  Winkler,  Higher  Educa- 
tion in  Latin  America. 


rica  increased  from  4.8  to  6.4  million,  an 

43 

average  growth  of  4.6  per  cent  per  annum. 
By  1985,  the  tertiary  enrollment  rate  in  all 
but  two  Latin  American  countries  was  over 
10  per  cent  and  in  six  it  exceeded  25  per  cent 
for  the  eighteen  to  twenty-three  year  age 
group,  as  seen  in  Table  1.^  The  region  has 

"•^Winkler,  Higher  Education  in  Latin  America,  3. 

■"ibid.,  17.  Winkler  cites  data  from  Statistical  Year- 
book UNESCO,  years:  1987,  1975,  and  1972. 
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the  highest  university  enrollment  in  the  de- 
veloping world,  and  by  the  year  2000,  18  per 
cent  of  the  university  aged  population  are  ex- 
pected to  be  enrolled.  Several  countries 
already  exceed  that  figure.  In  Argentina 
36.4,  Uruguay  31.7,  and  Equador  33.1  per 
cent  of  all  twenty  to  twenty-four  year  olds 
are  enrolled  in  some  form  of  higher  educa- 
tion.'*^ 

Mexico  provides  a  good  example  of  the 
rapid  expansion  of  higher  education.  In  - 
1980,  817,558  students  were  enrolled  in 
Mexican  universities.'^  By  1988,  the  enroll- 
ment was  1,256,942,  an  average  increase  of 
5.5  per  cent.  At  the  same  time,  the  graduate 
enrollment  had  increased  by  and  annual 
average  of  7.67  per  cent. 

In  Indonesia,  tertiary  enrollment  has 
grown  at  an  even  faster  rate.'*^  Enrollment  in 
1981  was  565,501  and  reached  1,600,000  in 
1989,  amounting  to  an  83  per  cent  total  in- 
crease, or  13.9  per  cent  average  increase  a 
year.  However,  by  1990,  enrollment  only  in- 
cluded 6.8  per  cent  of  the  university  age 
cohort.'**  In  Latin  America,  only  Guyana 
and  Haiti  had  fewer  students  per  thousand 

•'Mbid.,  17. 

'^UNESCO,  Statistical  Yearbook  1990,  3-257. 

"^Ibid.,  3-95,  3-175,  3-263.  Primary  enrollment  in- 
creased from  25,537.053  in  1980  to  30,130,565  in  1988. 
This  was  an  18  per  cent  total  growth,  equalling  a  2.1  per 
cent  annual  average.  Secondary  enrollment  increased 
from  5,721,815  in  1980  to  11,693,361  in  1988.  This  was 
a  104  per  cent  total  growth,  or  9.3  per  cent  annual 
average.  Tertiary  enrollment  increased  from  565,501  in 
1981  to  980,162  in  1984.  This  was  a  73  per  cent  total 
growth,  or  20  per  cent  average  per  year.  Tertiary  enroll- 
ment increased  from  565,501  in  1981  to  1.6  million  in 
1989.  This  was  an  83  per  cent  total  growth  or  13.9  per 
cent  annual  average. 

"•^Raillon,  Indonesia  2000,  71.  According  to  the 
Department  of  Education  and  Culture,  and  the  Statis- 
tical Yearbook  of  Indonesia,  1989  (page  136)  in  1987- 
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inhabitants. 

In  Indonesia,  in  1987,  approximately  one 
third  of  the  students  enrolled  in  higher  edu- 
cation attended  public  universities  in  one  of 
the  twenty-seven  provinces,  and  40  per  cent 
were  women.  The  universities  in  Jakarta, 
Bandung,  and  Yogyakarta  receive  sixty 
thousand  applications  a  year  and  accept  only 
5  per  cent.^^  Many  of  the  other  universities 
are  of  lower  quality.  In  1990,  only  25  per 
.  cent  of  the  public  university  instructors  held 
advanced  degrees,  and  many  needed  addi- 
tional jobs  to  compensate  for  inadequate 
salaries,  and  were  consequently  unavailable 
to  the  students.^' 

Two  of  the  most  frequently  chosen  fields 
of  study  in  Latin  America  and  Indonesia  are: 
(1)  commercial  and  business  administration; 
and  (2)  education  science  and  teacher  train- 
ing. A  third  preferred  field  in  Latin  America 

52 

is  engineering    and  in  Indonesia,  social  and 

CO 

behavioral  sciences.  Selection  of  social 
sciences  is  most  evident  among  female 
students.  In  Indonesia,  females  account  for 
more  than  50  per  cent  of  the  education  and 
less  than  20  per  cent  of  the  engineering  ma- 
jors.5^ 

1988,  the  total  university  enrollment  was  1,180,000,  out 
of  which  327,000  students  were  enrolled  in  public  insti- 
tutions and  853,000  in  private  ones.  See  also.  The  World 
Bank,  Higher  Education  Financing  in  Indonesia  (Was- 
hington, D.C.:  Discussion  Paper,  24  December  1990), 
1. 

"'UNESCO,  Statistical  Yearbook  1990,  3-240. 
'"Franpois  Raillon,  Indonesia  2000,  71. 

^'The  World  Bank,  Second  Higher  Development 
Project,  3. 

"UNESCO,  Statistical  Yearbook  1990,  3-298  to 
3-307. 

"ibid.,  3-298  to  3-310. 

'"The  World  Bank,  Second  Higher  Development 
Project,  2. 


Science  graduates  as  a  per  cent  of  total 
graduates  between  1986  and  1988  in  Latin 
America  range  from  24  per  cent  for  Vene- 
zuela, Brazil,  and  Costa  Rica  to  over  50  per 
cent  claimed  by  Bolivia,  Uruguay,  and 
Haiti. Due  to  the  high  cost  of  educating 
science  students,  these  latter  figures  should 
be  treated  with  caution  although  Indonesia 
with  12  per  cent  clearly  ranks  below.  Latin 
America  has  the  greatest  number  of  scien- 
tists and  technicians  per  1,000  people  than 
the  developing  world  as  a  whole  -  forty  com- 
pared with  ten.^^ 

The  rapid  increase  in  higher  education 
enrollment  in  Latin  America  has  been 
achieved  largely  as  a  result  of  greater  public 
expenditure  and  at  the  expense  of  investment 
in  primary  education,  which  between  1980 
and  1988  dropped  from  39  to  33  per  cent  of 

en 

the  budget.  In  the  region  as  a  whole,  over 
18  per  cent  of  total  government  education 
expenditure  since  1985  has  been  for  higher 
education,  and  five  countries,  Costa  Rica, 
Jamaica,  Panama,  Argentina,  and  Vene- 
zuela, have  directed  30  per  cent  of  their 
education  budgets  to  higher  education,  as 
seen  in  Table  8.  For  fifteen  Latin  American 
countries  in  1987  and  1988,  the  average 
educational  expenditure  as  a  per  cent  of 
gross  national  product  was  4.3  per  cent  and 
17.6  per  cent  of  total  government  expen- 
ditures.^^ 

In  Indonesia,  less  than  1  per  cent  of  the 
1988  education  budget  was  for  primary  edu- 
cation, 52  per  cent  was  for  secondary  educa- 


"UNDP,  Human  Development  Report  1991,  128- 
129. 

'*Ibid.,  34. 

"UNESCO,  Statistical  Yearbook  1990,  4-46  to  4-48. 
"ibid.,  4-10  to  1-13. 


COMPARATIVE  STUDY  OF  EDUCATION 
Table  8 

PER  CENT  OF  EDUCATION  BUDGET  DEVOTED  TO  HIGHER  EDUCATION 
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Country  Year  Per  Cent         Country  Year  Per  Cent 


Argentina 

1987 

43.5 

Honduras 

1987 

1.7 

Barbados 

1988 

14.9 

Jamaica 

1988 

20.7 

Bolivia 

1988 

23.2 

Mexico 

1988 

31.7 

Brazil 

1986 

17.6 

Nicaragua 

1987 

16.0 

Chile 

1987 

21.6 

Panama 

1988 

22.4 

Colombia 

1987 

20.3 

Paraguay 

1985 

23.8 

Costa  Rica 

1988 

39.9 

Peru 

1987 

2.6 

Cuba 

1988 

14.0 

Suriname 

1988 

7.7 

Dominican  Republic 

1988 

2.7 

Trinidad  &  Tobago 

1986 

2.8 

Equador 

1988 

18.4 

Uruguay 

1988 

21.8 

Guyana 

1985 

17.8 

Venezuela 

1988 

35.0 

Haiti 

1987- 

9.3 

Indonesia  1988  19.9 


Source:   Statistical  Yearbook,  1990,  UNESCO. 


Table  9 

PUBLIC  EDUCATION  EXPENDITURE  AS  A  PERCENTAGE  OF  GNP  AND  TOTAL  EXPENDITURE 


Country  Year          Per  Cent  GNP   Per  Cent  Total 


Argentina 

1987 

1.9 

8.9 

Bolivia 

1988 

3.1 

20.1 

Colombia 

1987 

2.7 

22.4 

Costa  Rica 

1988 

4.3 

20.8 

Cuba 

1987 

6.8 

18.4 

Equador 

1988 

2.8 

21.3 

Haiti 

1987 

1.9 

20.6 

Honduras 

1987 

4.9 

19.5 

Jamaica 

1987 

5.2 

11 

Nicaragua 

1987 

6.2 

12 

Panama 

1988 

5.6 

26.7 

Peru 

1987 

3.4 

22.9 

Uruguay 

1988 

3.1 

15.1 

Venezuela 

1988 

3.5 

16.6 

Indonesia 

1988 

1.0 

4.3 

Source:    Statistical  Yearbook  1990,  UNESCO. 
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tion,  and  20  per  cent  was  for  higher  educa- 
tion.^ As  shown  in  Table  9,  the  average 
educational  expenditure  as  a  percentage  of 
gross  national  product  and  total  expenditure 
was  1.0  and  4.3  per  cent  respectively.^'  In 
1990-1991,  the  Government  increased  the  ex- 
penditure to  5.5  per  cent  of  the  budget  to 
education. 

In  Latin  America,  although  higher  edu- 
cation represents  the  largest  percentage  of 
the  education  budget,  there  are  few  financial 
assistance  programs  and  need-based  pro- 
grams are  even  more  limited.  Financial 
assistance  goes  disproportionately  to  re- 
latively wealthy  homes.  Students  in  the 
upper-income  groups  in  Chile  and  Colombia 
receive  approximately  60  per  cent  of  all  ex- 
penditures on  higher  education,  while  those 
from  lower  income  families  receive  between 
6  and  15  per  cent.^^  In  Indonesia,  the  situar 
tion  is  more  extreme.  Students  from  upper 
income  families  receive  83  per  cent  of  even 
fewer  education  subsidies  while  the  lower  in- 

64 

come  group  receives  7  per  cent. 

"ibid.,  4-34,  4-62,  4-49,  1988  figures:  p.  4-62:  Total 
Rupiah:  1,095,493.  Primary  Rp  1,459;  secondary 
Rp  569,740;  higher  education  Rp  218,493.  Other  types 
and  not  distributed  Rp  305,801. 

*°Ibid.,  4-49. 

*'lbid.,  4-14.  The  industrialized  countries  average 
si.x  per  cent  GNP  on  education,  according  to  UNDP,  24. 

^^Raillon,  Indonesia  2000,  4. 

*^The  World  Bank,  Financing  Education  in 
Developing  Countries,  16. 

*^Ibid.,  14.  A  1986  study  on  financial  assistance  to 
students  reported  that  the  majority  of  public  and  private 
university  students  do  not  receive  financial  aid  and  less 
than  ten  per  cent  of  it  went  to  the  poorest  students  while 
a  higher  per  cent  went  to  the  top  income  bracket.  Four- 
teen per  cent  of  the  assistance  was  allocated  to  public  in- 
stitutions and  six  per  cent  to  private  ones.  Source:  The 
World  Bank,  Higlwr  Education  Financing  in  Indonesia, 
9. 


Another  feature  of  this  growth  of  higher 
education  in  Latin  America  has  been  the  ex- 
pansion and  proliferation  of  private  univer- 
sities, many  publicly  supported  by  grants  or 
student  scholarships.  In  1985,  private  uni- 
versities accounted  for  35.2  per  cent  of  the 
Latin  American  enrollments,  up  from  34.4 
per  cent  in  1980.^^  In  Brazil,  as  in  Indonesia, 
the  government  has  traditionally  supported  a 
few  top  quality  universities,  leading  to  a  pro- 
fusion of  private  tertiary  institutions  of  vary- 
ing quality.  However,  in  contrast  to  the  re- 
gional growth  of  private  universities,  Brazil 
has  increased  its  support  for  public  institu- 
tions. 

In  Indonesia,  in  1990,  there  were  eight 
hundred  and  fifty-one  private  institutions  of 
higher  education, many  of  which  receive 
some  government  funding.  Between  1980 
and  1985,  their  enrollment  doubled,  equal- 
ing 67  per  cent  of  all  students  enrolled  in 
higher  education. 

In  recent  years  many  countries  in  Latin 
America  have  introduced  polytechnic  insti- 
tutions specializing  in  one  subject  area  such 
as  engineering,  agricultural  sciences,  nurs- 
ing, and  education  as  an  alternative  to  uni- 
versities in  an  attempt  to  relate  higher  educa- 
tion to  specific  employment  opportunities.  A 
variety  of  institutions  providing  specialized 
education  also  exist  in  Indonesia,  including 
teacher  training  colleges,  institutes  of  tech- 
nology and  polytechnics  that  offer  diploma 
level  programs  in  engineering  and  commer- 
cial studies.  The  number  of  these  institutions 
and  their  enrollments  are  increasing.  In 
1981,  40,000  students,  or  8  per  cent,  at- 

''Winkler,  Higher  Education  in  Latin  America,  3. 

**The  World  Bank,  Second  Higher  Development 
Project,  43. 

^■'ibid.,  1. 
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tended  third  level  non-university  institu- 
tions; by  1984,  the  enrollment  had  grown  to 
128,000  students,  or  14  per  cent.^^ 

This  rapid  expansion  in  the  number  of 
students  in  higher  education  in  Latin  Ame- 
rica has  not  been  accompanied  by  an  equi- 
valent expansion  of  appropriate  job  oppor- 
tunities, which  accord  with  the  level  of  edu- 
cation received.  There  are  an  increasing 
number  of  higher  education  graduates  in 
low- status  occupations  in  the  tertiary  sector 
who  are  semi- employed,  or  unemployed.  In 
Latin  America,  between  1980  and  1984,  the 
per  cent  of  unemployed  among  those  with 
higher  education  increased  from  9.5  to  12 
per  cent  and  was  growing  at  a  much  faster 
rate  than  among  non-college  educated. 
Taking  an  extreme  example,  in  Venezuela, 
the  number  of  unemployed  without  universi- 
ty education  increased  by  143  per  cent  be- 
tween 1980  adn  1984,  whereas  the  number  of 
university  trained  unemployed  increased  by 
264.7  per  cent.  In  Chile  in  1984,  general  un- 
employment increased  by  72  per  cent  since 
1980,  but  university  educated  unemployed 
increased  by  131.8  per  cent.  This  effect  is  a 
legacy  of  the  two  world  recessions  in  the  first 
years  of  the  1980s.  By  1983,  foreign  invest- 
ment in  Latin  America  dropped  below  1970s 
rates,  contributing  to  lack  of  confidence, 
and  capital  flight.  By  1988,  per  capita  GDP 
was  lower  than  in  1980,  and  terms  of  trade 
were  22  per  cent  lower.  On  average,  by  1989, 
inflation  was  ten  times  higher  than  the  1982 
rate.  By  1990,  the  debt  burden  had  reached 
$410  billion,  or  $100  billion  more  than  in 
1982.  Poverty  increased  due  to  growing  un- 
deremployment, unemployment,  and  the 
trend  toward  privatization,  which  curtailed 


'UNESCO,  Statistical  Yearbook  1990,  3-263. 
'Winkler,  Higher  Education  in  Latin  America,  44. 


employment  in  the  public  sector.  By  1990,  40 
per  cent  of  the  population  was  living  below 
the  poverty  line.  Per  capita  income  in  the  re- 
gion declined  on  average  by  10  per  cent,  but 
in  some  countries,  such  as  Peru,  Nicaragua, 
and  Argentina,  it  was  down  25  per  cent.  Po- 
pulation pressures  exacerbated  the  poverty. 
In  1990,  the  population  reached  180  million, 
an  increase  of  50  million  since  1980. 

In  Indonesia,  an  exception  to  this  trend 
of  higher  unemployment  rates  among  uni- 
versity graduates  is  for  graduates  of  scien- 
tific and  technical  disciplines.^^  The  number 
of  scientists  and  technicians  in  Indonesia  per 
thousand  between  1980  adn  1988  has  in- 
creased and  is  about  the  same  as  some  of  the 
smaller  Latin  American  countries,  but  the 
per  cent  in  the  larger  countries  such  as  Bra- 
zil, Argentina,  Peru,  and  Venezuela  is  signi- 

7 1 

ficantly  higher. 

Literacy  is  an  area  where  Indonesia  has 
surpassed  many  Latin  American  countries. 
Many  Latin  American  governments  have 
conducted  literacy  campaigns  during  the 
past  decade,  and  illiteracy  rates  have 
decreased  sharply,  as  shown  in  Table  10. 
However,  there  continue  to  be  wide  dif- 
ferences in  literacy  rates  among  countries  in 
the  region.  In  1990,  Argentina,  Chile,  Costa 
Rica,  Cuba,  and  Uruguay  had  illiteracy  rates 
of  less  than  10  per  cent,  while  44.9  per  cent 
of  the  adult  population  of  Guatemala  and  47 
per  cent  in  Haiti  were  illiterate. In  all  coun- 
tries, except  Panama  and  Venezuela,  a  larger 
percentage  of  women  than  men  are  illiterate. 
For  the  region  as  a  whole  in  1990,  the  il- 

™The  World  Bank,  Second  Higher  Development 
Project,  5. 

^'UNDP,  Human  Development  Report  1991,  128- 
129. 

^^Ibid.,  1-18  to  1-25. 
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literacy  rate  for  men  over  fifteen  years,  of  age 
was  estimated  to  be  13.1  per  cent,  and  for 
women  15.8  percent.  Though  illiteracy  rates 
have  declined  in  Latin  America,  lae  overall 
number  of  illiterates  has  increased.  In  1990, 
there  were  thirty-eight  million  illiterates  in 
the  region,  seventeen  milhon  more  than  in 
the  early  1980s. In  the  past  ten  years  the 
absolute  number  of  illiterates  has  increased 
in  seven  countries,  namely  Costa  Rica,  Mex- 
ico, Panama,  Colombia,  Equador,  Para- 
guay, and  Peru.^'*  In  seven  other  countries, 
Argentina,  Brazil,  Chile,  Equador,  El  Salva- 
dor, Haiti,  and  Uruguay,  the  number  of  il- 
literates has  not  decreased  significantly. 

In  contrast,  in  Indonesia,  both  the  illite- 
racy rates  and  the  overall  number  of  illite- 
rates decreased.  In  1990,  there  were  27 
million  illiterates,  one  million  fewer  than  in 
1980,  and  the  adult  illiteracy  rate  was  esti- 
mated  at  23  per  cent.  A  larger  percentage 
of  women  than  men  continue  to  be  illiterate. 
In  1990,  the  illiteracy  rate  for  men  over  fif- 
teen years  of  age  was  estimated  to  be  15.9 
and  for  women  32  per  cent. 

Persistent  high  rates  of  illiteracy  in  some 
Latin  American  countries  can  be  attributed 
to  the  highly  dispersed  nature  of  the  rural 
population.  Many  Latin  Americans  continue 
to  live  in  small  communities.  The  consequen- 
ces are  evident.  Illiteracy  rates  among  rural 
youths  are  high  in  most  countries,  whereas 
illiteracy  among  people  over  fifteen  years  of 
age  living  in  urban  centers  has  almost  been 
eliminated.  Commonly,  the  rural  illiteracy 
rate  for  people  over  fifteen  is  double  or  triple 
the  urban  figure.  In  Indonesia,  in  1980,  rural 


"UNESCO,  Statistical  Yearbook  1990,  1-18  to  1-25, 
■"•ibid.,  1-18  to  1-25. 
"ibid.,  1-28. 


illiteracy  was  more  than  twice  as  high  as  in 
urban  areas. 

Another  explanation  for  high  illiteracy 
rates  in  some  Latin  American  countries, 
such  as  Guatemala,  Bolivia,  Mexico,  Peru, 
and  Equador,  can  be  found  in  the  high  per- 
centage of  indigenous  population.  Discrimi- 
nation against  the  indigenous  populations 
and  their  languages  has  existed  since  the 
European  conquest  and  has  had  its  effects 
on  the  illiteracy  rates  among  the  indigenous 
inhabitants  of  the  region.  Indigenous 
languages  in  some  countries  have  been  ig- 
nored, pushed  aside  or  banned  by  the  of- 
ficial education  systems.  The  emphasis  has 
been  on  teaching  the  official  languages  as  a 
means  of  incorporating  minorities  into  the 
national  society.  In  Indonesia,  the  national 
philosophy,  Pancasila,  requires  literacy  in 
the  official  language,  Bahasa  Indonesia,  and 
preservation  of  regional  languages.  Lower 
literacy  rates  in  some  areas  are  associated 
with  Bahasa  Indonesia  being  a  second 
language. 


Conclusion 

Latin  America  and  Indonesia  are  similar 
in  many  ways  and  they  share  a  number  of 
problems,  although  their  approaches  to 
them  and  solutions  have  differed.  Latin 
America  has  had  a  longer  time  to  deal  with 
education  and  in  some  areas,  it  has  suc- 
ceeded; in  other  cases  Indonesia  has  done 
better. 

Indonesia  has  made  significant  progress 
in  the  expansion  of  enrollment  at  all  levels  of 
education.  The  Latin  American  experience 
shows  the  particular  importance  of  planning 

^*Ibid. 
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for  anticipated  needs.  A  predilection  of 
governments  and  educators  in  Latin 
America  for  university  education  has  re- 
sulted in  under- funding  at  secondary  level 
yet  high  unemployment  for  graduates. 

Indonesia  is  close  to  universal  primary 
education.  In  order  to  close  the  gaps,  it 
could  investigate  some  of  the  comprehensive 
intraregional  education  reforms  and  stra- 
tegies designed  to  meet  basic  education  needs 
in  Latin  America  by  the  year  2000.  The  most 
prominent  of  these  is  the  Major  Project  in 
the  Field  of  Education  in  the  Latin  American 
and  Caribbean  Region,  which  was  inaugu- 
rated in  1984  in  Mexico  City. 

Compulsory  education  in  Indonesia  has 
been  successful.  Most  children  in  urban 
areas  now  complete  the  primary  education 
cycle.  Compulsory  education  could  be  ex- 
tended while  continuing  iefforts  to  reduce 
noncompliance  in  rural  areas  where  dropout 
is  still  significant.  As  a  further  induceriient 
to  families  to  send  children  to  school,  resi- 
dual education  user  fees  should  be  elimi- 
nated at  the  primary  and  secondary  levels, 
and  only  imposed  at  the  tertiary  level  on 
those  who  can  afford  to  pay.^^ 

Female  enrollment  in  Indonesia  has  im- 
proved at  all  levels  and  for  both  sexes,  but 
females  continue  to  be  under  represented, 
even  in  the  primary  grades.  Explanations  are 
complicated  and  have  sociological,  cultural, 
and  economic  roots.  Financial  incentives, 
female  role  models-including  female 
teachers,  and  adult  education  will  all  be  re- 
quired to  correct  this  inequity. 


"UNDP,  Human  Development  Report  1991,  67. 
Public  education  user  charges  in  Indonesia  as  a  per  cent 
of  unit  operating  costs  in  the  mid-1980s  were:  7.1  at  the 
primary  level,  27.4  at  the  secondary  level,  and  18.9  at 
the  tertiary  level. 


Indonesia  has  been  successful  in  stabiliz- 
ing its  population  with  the  result  that  enroll- 
ment ratio  of  entrants  at  the  primary  level 
are  decreasing.  Indonesia  can  concentrate  on 
qualitative  improvements  at  this  level  and 
meeting  the  increasingly  pressing  needs  at 
the  upper  levels. 

Educational  accomplishments  in  Indone- 
sia are  less  clear  in  rural  and  poor  areas.  The 
same  phenomenon  exists  in  Latin  America. 
The  keys  to  closing  the  urban- rural  gap  are 
both  economic  and  cultural.  Families  must 
be  able  to  afford  to  send  children  to  school 
and  benefit  from  it.  Financial  aid  and  adult 
education  programs  are  needed  to  address 
these  issues. 

Non-enrollment  is  a  problem  at  the  sec- 
ondary level  in  Indonesia.  In  many  Latin 
American  countries,  the  problem  is  more 
widespread  but  the  causes  are  similar.  Con- 
tributing factors  are  over-weighted  final 
exams,  inflexible  systems,  distance  from 
schools,  and  economic  constraints.  The 
education  systems  in  Latin  American  coun- 
tries where  non- enrollment  is  not  an  issue, 
such  as  Uruguay  and  Costa  Rica,  could  be 
used  as  demonstration  models. 

Indonesia  has  reduced  first  year  repeti- 
tion rates  but  they  remain  high,  as  in  Latin 
America.  In  both  cases,  correction  will  re- 
quire additional  teachers  with  creative  ap- 
proaches to  learning,  more  equipment  and 
better  facilities,  and  new  curricula  that  en- 
courages thought  and  imagination  over  rote 
learning.  Both  regions  could  be  served  by 
preschools,  particularly  in  poor,  rur^l  areas, 
where  the  official  language  is  a  second 
language. 

Signs  of  decentralization  of  the  educa- 
tion system  are  evident  in  Indonesia.  Latin 
America  has  moved  in  this  direction  and  its 
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experience  could  be  useful.  Some  regional 
autonomy  and  local  input  into  the  education 
process  is  important.  However,  in  a  number 
of  cases,  management  of  education  has 
turned  out  to  be  a  bigger  job  than  local  go- 
vernments anticipated.  Decentralization  may 
be  shortsighted.  Uniform  regulations,  stan- 
dards, and  funding  levels  must  continue  in 
order  to  achieve  additional  educational 
goals.  An  alternative  to  decentralization  at 
the  primary  and  secondary  levels  could  be 
before  and  after  school  programs  that  ad- 
dress community,  ethnic,  and  religious  con- 
cerns. Increased  autonomy  at  the  tertiary 
level  probably  makes  sense  although  govern- 
ments should  continue  to  provide  a  system 
of  good  state  universities  to  ensure  quality 
education  at  an  affordable  price. 

Indonesia  is  extending  general  education 
by  removing  vocational  and  technical 
courses  from  the  lower  secondary  schools. 
This  action  is  intended  to  broaden  the 
general  educational  base.  Reintroducing 
vocational  education  at  the  upper  secondary 


level,  in  reformatted  versions  is  intended  to 
prepare  students  for  the  workplace.  In- 
donesia seems  to  be  on  an  appropriate  track 
but  may  have  something  to  learn  from  Latin 
America,  which  has  the  highest  rate  of  scien- 
tists and  techniciaris  in  the  developing  world. 

Tertiary  education  needs  particular  scru- 
tiny in  Indonesia.  Concerning  students:  en- 
rollment increased  dramatically  in  the  1980s, 
however,  a  significant  percentage  of  worthy 
applicants  cannot  be  accommodated.  Other 
students  do  not  apply  because  higher  educa- 
tion is  unaffordable.  Additional  means  of 
funding  needs  to  be  implemented.  These 
would  include  tuitions  based  on  the  ability  to 
pay,  subsidies,  loans,  scholarships,  and  re- 
search assistantships.  Concerning  faculty: 
Professors  should  be  required  to  obtain  cer- 
tain academic  standards.  In  addition,  incen- 
tives need  to  be  offered  to  keep  them  in 
academia,  including  opportunities  for  pro- 
motion, salaries  that  are  competitive  with  in- 
dustry, and  facilities  that  are  conducive  to 
research. 


Book  Review 


The  Singapore  Connection 


Singapore  and  the  Indonesian  Revolution 
1945-50:  Recollections  of  Suryono  Darus- 
man,  by  Suryono  Darusman.  Singapore:  In- 
stitute of  Southeast  Asian  Studies,  1992,  73 
pp.,  price:  S$16.00/US$11.00.  Reviewed  by 
Daniel  Setyawan. 


T HE  Republic  of  Indonesia  was  born 
on  August  17,  1945,  when  its  inde- 
pendence was  proclaimed  just  days 
after  the  Japanese  surrender  to  the  Allies. 
This  infant  republic  was  soon  faced  with 
military  threats  to  its  very  existence.  British 
troops  landed  in  Indonesia  as  a  contingent  of 
the  AUied  Forces  to  disarm  the  Japanese. 
Dutch  troops  also  seized  this  opportunity  to 
land  in  the  country,  but  for  a  different  pur- 
pose ~*  to  reinstate  control  of  the  former 
East  Indies.  Initially  they  were  assisted  by 
British  troops,  though  those  troops  were  of- 
ficially only  assigned  to  the  task  of  repa- 
triating Allied  prisoners  of  war  and  inter- 
nees. Hence,  on  November  10,  1945,  fierce 
fighting  broke  out  between  British  troops 
and  Indonesian  freedom  fighters.  The  newly 


recruited  army  of  the  Republic  soon  realised 
the  superiority  of  the  British  forces  and  with- 
drew from  urban  battles.  They  subsequently 
formed  guerrilla  units  and  fought  together 
with  armed  groups  of  the  people. 

Under  the  pretext  of  representing  the 
Alhed  Forces,  the  Dutch  sent  in  more  troops 
to  attack  Indonesian  strongholds.  Between 
1945  and  1950  they  launched  two  military  ac- 
tions. 

This  book,  comprising  recollections  of 
an  ex- diplomat,  gives  a  historical  overview 
of  Singapore's  role  during  the  period  be- 
tween 1945  and  1950  and  some  interesting 
aspects  of  Britain's  stance  in  the  context  of 
Indonesia's  fight  for  independence.  It  is 
based  on  the  personal  experience  and  direct 
observation  of  Suryono  Darusman,  who  has 
retired  from  diplomatic  service.  He  spent 
five  years  in  Singapore  (1945-1950)  and  was 
sent  to  the  then  British  colony  on  a  special 
mihtary  mission  in  late  1945,  after  which  he 
joined  Indonesia's  first  foreign  mission 
abroad,  the  Indonesia  Office  in  Singapore. 
He  subsequently  served  the  country  as  a 
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career  diplomat  until  the  early  1980s.  After 
the  Proclamation  of  Independence,  in  the 
period  of  1945-1950,  Indonesia  had  to  strug- 
gle for  its  independence  because  the  Dutch 
did  not  want  to  comply  with  Indonesia's  na- 
tional aspiration,  to  be  a  free  and  sovereign 
nation.  The  Dutch  intended  to  set  up  a  new 
political  arrangement  whereby  the  East  In- 
dies (Indonesia)  and  the  Dutch  territories  of 
Surinam  and  Curacao  would  form  a  union 
under  the  Dutch  crown. 

In  addition,  aware  of  Britain's  political 
commitment  to  accommodate  Dutch  in- 
terests as  its  wartime  ally,  Indonesia  faced  a 
two-pronged  option:  fighting  and 
diplomacy.  The  hardliners,  comprising  the 
para  military,  the  militant  youth  and  the  lef- 
tists in  general  believed  that  the  only  way  to 
independence  was  through  military  means, 
whereas  Soekarno  (Indonesia's  first  presi- 
dent), Hatta  and  some  senior  politicians 
were  among  those  who  were  convinced  that 
the  only  way  to  resolve  the  situation  was 
through  diplomacy.  On  the  other  hand,  the 
Dutch  were  determined  to  reinstate  their  col- 
onial rule  over  Indonesia  (that  is,  the  Nether- 
lands East  Indies).  Accordingly  throughout 
the  Indonesian  struggle  the  Dutch,  never 
abandoned  their  military  option  to  find  a 
solution  to  the  conflict. 

To  face  the  Dutch  military  forces,  the  In- 
donesian freedom  fighters  had  to  acquire 
funds  and  weapons.  Singapore  seemed  to  be 
a  suitable  place.  As  the  nearest  forward 
base,  Singapore  enabled  the  Indonesian 
fighters  to  raise  funds  through  trade  and  to 
obtain  military  equipment  for  the  Indone- 
sian struggle. 


Trade  relations  were  established  especial- 
ly by  the  Chinese  Singaporean  and  Indone- 
sian trading  community,  generally  not  be- 
cause of  their  patriotic  feehngs  for  the  Indo- 
nesian cause  but  because  they  felt  their  life- 
line being  threatened  by  the  Dutch.  The  In- 
dian community  was  sympathetic  to  the  In- 
donesian struggle.  Furthermore,  the  British, 
as  Dutch  allies  notwithstanding,  were  not 
very  helpful  to  Dutch  interests.  All  these  fac- 
tors and  the  availability  of  economic  and 
military  commodities  created  a  favourable 
condition  in  sustaining  the  Indonesian  revo- 
lution. 

This  short,  only  seventy-three  page  book 
gives  a  detailed  account  of  how  Singapore 
functioned  as  a  supply  base  for  war  material 
and  funds  needed  by  the  Indonesian  Armed 
Forces.  There  are  seven  chapters,  arranged 
chronologically,  which  allow  readers  to 
follow  the  red  line  of  the  Indonesian  revolu- 
tion. The  author's  physical  presence  adds  to 
the  credibility  of  this  historical  overview. 

This  book  will  undoubtedly  contribute  to 
the  growing  treasury  of  Indonesian  history 
and  provide  historians  with  more  detailed 
data  for  their  research.  Although  no  re- 
ferences to  official  documents  are  made  with 
regard  to  the  relations  between  the  author's 
personal  experience  and  the  colonial  govern- 
ment as  they  were  unavailable  either  in  Ja- 
karta or  Singapore,  important  sources  of  of- 
ficial data  are  the  State  Archives  in  London 
and  the  Haque.  These  documents  are  acces- 
sible for  further  research. 

This  book  is  a  valuable  document  for 
people  interested  in  the  history  of  Indone- 
sia's struggle  for  independence  and  for  re- 
searchers. 
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